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Aimco is a real estate investment trust headquartered in Denver, Colorado that
owns and operates a geographically diversified portfolio of apartment
communities through 19 regional operating centers. Aimco, through its
subsidiaries and affiliates, is the largest owner and operator of apartment
communities in the United States with 1,169 properties, including 203,040

b/

apartment units, and serves approximately 750,000 residents each year. Aimco’s
properties are located in 46 states, the District of Columbia and Puerto Rico.
Aimco common shares are traded on the New York Stock Exchange under the

ticker symbol AlV and are included in the S&P 500.
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CREATING VALUE
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Chairman and CEO Terry Considine, center, and Aimco’s senior leadership team.

Creating value — for our sharcholders, for our residents, providing quality apartment homes managed by a team

and for our team members — is at the heart of Aimco’s dedicated to superior service. For our team members, Aimco
mission. For our shareholders, we strive to attain this promotes a collaborative, performance-driven environment,
standard by achieving a prudent balance between recruiting and retaining men and women whose talents help
maximizing strategic, short-term opportunities and our company innovate, execute and excel. Building on a
charting a course for long-term growth. For our residents, solid foundation of progress, Aimco is positioned to create
we work each day to deliver operational excellence by value in the years ahead.

To consistently provide quality apartment homes,in a respectful

environment delivered by a team of people who care
— Aimco’s Mission
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DEAR FELLOW SHAREHOLDERS,

I have looked forward to writing you about our mutual

enterprise. [ have much good news and a few serious concerns.

The good news is that the Aimco business is flourishing.

The many metrics on which we rely show increased customer
satisfaction. Other measures show the increased engagement
and satisfaction of the Aimco team. Our properties are in
good shape, in part because during the past year we have
invested a total of approximately $350 million in capital

to upgrade them.

Our balance sheet is in good shape with more than
$675 million of ‘dry powder’ in cash and available credit

atyearend.

These improvements translated into improved financial results
in 2007 and support the 5% dividend increase implicit in the
special dividend paid in January. We begin 2008 with high
occupangcies and good prospects as tighter home lending
standards shift residential demand away from home ownership

and towards apartment and other rental housing,

My most serious concerns are two: the prospects for the
national economy and the disparity between the Aimco
share price and the private

value of Aimco assets.

Economic growth has slowed
due to past homebui-lding
excesses and also due to the
credit abuses grouped
together as the “sub-prime”
problem. Ifa recession
results, apartment demand
will be affected: during the
last recession in 2001-03,
apartment incomes declined
by 11.5%. We are preparing
for such a contingency by
emphasizing occupancy
levels and cost controls at
our properties... and by
guarding corporate liquidity.
The 38% decline in the
Aimco share price during

2007 is also worrisome ...
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as well as painful to all Aimco investors including me and
my family. Some pundits interpret the volatility and decline
in REIT prices as the harbinger of recession. Their view
reinforces my concerns for the economy. Others foresee
are-pricing of investment real estate as an asset “bubble”
deflates. ] agree in part: it’s why Aimco has been a net seller
of properties for the past few years. All said, the disparity
between today's share price and today’s Aimco asset values
seems too large. For this reason, Aimco has been a steady
buyer of its own shares — 15% of its total outstanding stock
over the past 24 months. We expect to buy more during 2008
and |, paid entirely in Aimco equity and with a substantial
percent of my family wealth invested in Aimco shares, am

delighted with the prospect of “eating my own cooking,”

Iam delighted too by the men and women with whom I work
each day. Jeff Adler, our Chief Property Operations Ofhcer,
has built a systematic and data driven property management
system with increasing effectiveness and reliability. For the
past few years, Jeff and his senior colleagues, Tony D’Alto,
Mike Karsner, Jeff Kimes, Peter Kompaniez, Tom Seeger,
and Rob Walker have led the Aimco team to sustained

out performance of their local markets.

“We begin 2008 with high
occupancies and good prospects”

The Palazzo, Los Angeles, CA, one of three communities included in Aimco’s joint venture with JP Morgan.



Aimeco’s 2007 redevelopment production
iS eq 7 ivaleﬂ t tO b 7} ilding 1 6} Tom Herzog, our Chief Financial Ofhicer, has beena
00-unit communities transformational force due to his unrelenting efforts to
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improve Aimco efhciency, especially in the allocation
of precious capital. His team, led by Patti Fielding,
Treasurer and head of Capital Markets, Scott Fordham,
Chief Accounting Officer, and Ernie Freedman, a
mid-year recruit to head Financial Planning and
Analysis, have provided both abundant financial
resources notwithstanding the turbulent financial
markets and also a most welcome clarity to Aimco

planning and decision m:lkjng.

Jim Purvis, head of Human Resources, has builta team

over the past few years that has recruited talent, builta
|

bench for succession atkey positions, provided training,

and engaged the Aimco team. Thank you, jim!

During the past few years, David Robertson, with
Harry Alcock and Lance Graber as key lieutenants,

has led a team of senior leaders in an ongoing review

of our investment strategy. Craig Zeutzius has focused

Scottsdale Gateway, Tempe, AZ

on market selection considering local economic,

Near year end, Jeft Adler promoted Tony IYAlto to head the tactical demographic and regulatory factors, as well as market cycles for
execution of property operations so that Jeff could focus more on investment pricing and returns. Based on his work, we have made
such strategic matters as consumer research, market segmentation decisions about where to focus and where to exit investments to
and rent premiums. enhance portfolio performance. Tom Herzog has focused on

improving our understanding of expected risk adjusted returns from

Over the past two and a half years, Tim Beaudin, our Chief . )
our several investment segments: core properties; rcdcvelopmcnt;

Development Officer, has recruited a cadre of development talent
P ! P and tax credit assisted redevelopment. He also has emphasized the

and built a redevelopment program that is highly accretive and at a . . . . )
importance of correct allocation of our substantial capital spending.

scale comparable to the largest multifamily developers in America.

Boulder Creek, Boulder, CO

Key lieutenants such as John Bezzant, Chris Bishop, Andy

Cretal, Gary Holt, Tony lanuale, Dan Matula, Paul i
Springthorpe and Betsy Weingarten have brought energy ‘
and discipline to the task of renovating annually properties

_.____:M

Miles Cortez, after a brilliant record as General Counsel, . . = ‘ —

worth more than one billion dollars.

has been promoted to Chief Administrative Officer where

he and 1 work together to make our enterprise more efficient

and effective. It is to Miles's credit that we were able to hll his
position from within by promoting Lisa Cohn, a first rate legal
talent and possessed of solid judgment and great personal
skills. She is management’s face to the Board and will be a

good leader of our legal team.



3400 Avenue of the Arts, Costa Mes,
David himself has focused on the relative merits of different funding LU S

strategies. For examnple, he is leading an expansion of our asset
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management businesses as can be seen in our joint venture with

JP Morgan to hold three Los Angeles properties.

Of course, there are many other important contributors to Aimco’s

vy

success whom | would thank by name if space permitted. 1 am proud

to be their teammate.

I'am grateful too to my colleagues on the Aimco Board of Directors:
lead director Lanny Martin, along with Jim Bailey, Dick Ellwood, Tom
Keltner, Bob Miller, Dusty Rhodes and Mike Stein. They are men of
judgment, personal integrity, and business success. Each is independent
of management and each serves on all board committees. They know
our business well and are paid largely in Aimco equity. Their advice,

enthusiasm and friendship are much appreciated.

QOur Annual Meeting will be April 28.1 look forward to seeing you there.
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Sincerely, [

Terry Considine Royal Crest
Estates,

Chairman/CEOQ Nashua, NH

Greenspoint, Phoenix, AZ
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EXCEPTIONAL OPERATIONS AND SERVICE

The success of our company lies in the strength of our
operations and our ability to meet the needs of our residents.
In 2007, Aimco implemented several initiatives to improve
operational excellence and enhance customer service. By
integrating affordable and conventional property operations,

Aimco has capitalized on the expertise and experience of both

teams and strives to exceed the expectations of our residents.

Aimco has expanded its Customer Contact Center to improve
responsiveness to potential residents. Whether they're
searching foran apartmentat noan or at midnight, our
representatives are at-the-ready to help callers find the
perfect apartment home, schedule appointments orlease

on line. In 2007, the Contact Center team fielded more than
one million leasing inquiries through 850,000 inbound

phone calls and more than 163,000 web-based requests.

To improve the customer experience,
Aimco teamed with the Disney Institute
in 2007. Through this relationship with .
Disney, known for its delivery of superb
customer experiences, we designed
aresident-focused training program known
as Moments that Matter, a moniker that
defines the importance and effect of every
customer interaction. These new approaches

are emphasized in the Aimco philosophy

and culture.

One of the best ways to create and maintain
a positive experience for residents is through
consistent delivery of operational excellence.
At each community, whether home to business executives,
young working professionals or senior citizens, the quality

of our day-to-day service is Aimco's top priority. During 2007,
the apartment management

industry recognized Aimco’s

Maintenance

operational excellence with Courtesy

numerous awards; for example,
Aimco was awarded the 2007
Communities of Quality

~ Aimco’s
Customer
“Expe‘;rience
Raﬁings

Program Award given by the )
National Affordable Housing ¥l
Management Association {(NAHMA). This top national

honor was awarded to Aimco in recognition ofhalving the
most properties distinguished as a “*Community of Quality.”
More than 60 Aimco communitics were designated a
“Community of Quality” based on high marks for

exccptional operations and outstnnding customer service.



ENHANCING THE VALUE OF OUR PORTFOLIO

Aimco creates value by operating a geographically diversified
portfolio, acquiring new properties with high land values and
improving our investment properties through operational
excellence, new entitlements and redevelopment. We

evaluate and select markets based on local economic factors

Aimco Capital President and CEO David Robertson, right,

such as job growth, population trends and expected with Executive Vice President Harry Alcock, left,
and Executive Vice President Lance Graber, center.

incremental returns on our
capita] investments. In 2007,
Aimco invested $455 million in
acquisitions and another $42.8
million in purchases of limited
partncrship interests. Aimco’s

joint venture agreement with

JP Morgan for the Palazzo
properties in Los Angeles reflects
Aimco’s strategic objectives of
attracting investment capital
from blue chip partners, and
rebalancing geographic
allocation of Aimco capital while
maintaining operational scale in

key target markets.

In 2007, Aimco’s asset management
and transactions income grew
by more than 40 percent

APARTMENT HOMES
T FORESTLANE




Conventional Portfolio Gross Asset Value

Other
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Aimco'’s 2007
acquisitions included
the Adam Clayton
Powell property in
New York City.

Hudson Harbour, Poughkeepsie, NY




VALUE-ADDED REDEVELOPMENT

Aimco’s redevelopment team maximizes the potential of older
apartment communities in premiere locations. Our business model
includes acquiring properties with high land value and redeveloping
aging buildings — making them competitive in the market while
improving value. In 2007, Aimco invested nearly $319 million in

the redevelopment of 64 properties, completing 4,900 units. Aimco’s
2007 redevelopment production is the equivalent of building 16 new
300-unit communities. Forty-eight projects are underway and are

achieving expected financial returns through NIRRT
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improved rents and resident satisfaction. In
addition, Aimco is making investments in energy
and water conservation, creating more
environmentally friendly and sustainable

communities. 2007 projects resulted in a reduction

2
£

in greenhouse gas emissions of approximately

13,454 metric tons of carbon dioxide equivalent.
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According to the Environmental Protection

Agency's clean energy calculations, this CO,
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reduction is comparable to taking 2,464 passenger

vehicles off the road.

Aimco also works to redevelop properties in our
affordable portfolio in partnership with local
ofhcials, state government agencies and the U.S.
Department of Housing and Urban Development.
As one of the largest owners of affordable housing
in the nation, during 2007, Aimco successfully
raised $103 million in tax credit equity to fund

the renovation of 12 communities.

5180
5166 MILLION
MILLION
595
MILLION

2004 2005 2006 2007

$319
MILLION

Redevelopment Spending

The $6.5 million renovation [Pl
of Mesa Royale, in Mesa, AZ, | )
included remodeling of the 4,700
square foot clubhouse, a new
outdoor dining area overlocking
the golf course, and the addition
of a library/lounge area.

3400 Avenue of the Arts, Costa Mes:
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Aimco received a
$10 million tax credit
award from the State of
California to redevelop
Terry Manor and
preserve it as senior,
affordable housing.



Leasing apartments at Riverside, Alexandria, VA,
B I “Thank you for the early wedding present!
We are so excited to start our married life
together at Country Club West and we are
anxiously awaiting our new home! The
warmth and helpfulness of your leasing office
made the choice of our future residence quite
simple. We found (and continue to find) the
experience to be delightful.”

— A Resident of Country Club West, Denver, CO

With views of the
Potomac River,
Riverside, in
Alexandria, VA,
is undergoing a
planned, five-year,
$140 million
renovation.

a S—

$549 million investment in community ufp!gradées

i b 1o
This remodeled kitchen in
The Latrobe, Washington, D.C,, is
B part of an ongoing, $11.7 million,
18-month redevelopment with
expected completion in August 2008,




BUILDING OUR TEAM

The success of any organization turns on its people. At Aimco,  successful Aimeo leaders. Classroom training, online learning

we realize the value of our nearly 6,000 team members and problem-solving activities focus on strategic thinking,
nationwide who work hard each day to fulfill our mission. interpersonal communications skills, prioritizing projects,
We have builta deep bench of talent, which has enabled us negotiating skills, building and managing a team, and

to promote from within our company as opportunities arise. making sound business decisions. Our AlMing for the Stars

o _ ) program recognizes and rewards Aimco’s team members

In November 2007, Aimco initiated its Leadership Excellence . ) )
who demonstrate outstanding performance in carrying out

Program, an intensive, year-long, training program for ) . o . )
Aimco's vision, mission and values, Team members receive

select team members. Tailored specihcally for Aimco, the o , )
designations as superstars in the arcas of sales, service,

program trains high performing team members to become - .
customer focus and leadership.

1,592 internal promotions in 2007

Jeff Adler, Executive Vice President and Chief Property Operations Officer, shares plans for 2008 with the Denver team on a quarterly webcast.



\DDING VALUE TO COMMUNITIES

e Aimco Cares philanthropic program continues to grow and provide "Through the Aimco Family Foundation, higher education scholarships
ue to the communities in which we live. During 2007, Aimco team were awarded to the children of 50 Aimco team members. We also
embers nationwide volunteered thousands of hours to important provided emergency assistance funds to team members and their families
wises in partnership with a variety of non-profit organizations. Our who experienced difficult circumstances from unexpected illness, accidents
bmmitment to building communities from the inside out resulted in and natural disasters. Aimco has an ongoing commitment to the men and
ariety of volunteer initiatives, including the rebuilding of homes for women serving our country in the military. Aimco provides tull pay and

w-income senior citizens, raising money for childhood cancer programs,  benefits to team members called to active duty, and provides support to
ndraising for the homeless, and forming teams to walk, run and bike for assist veterans and their families.

aritable causes.

Miles Cortez, Chief

| Administrative Officer,
center, presents a

check for $172,688

to the Denver Rescue
Mission. The donation,
representing the
proceeds from the

2007 Aimco Cares Golf
Tournament, supports
the Missions educational,
life skills training and
career development
programs for individuals
overcoming homelessness
and addiction.

The Denver Rescue Mission
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“Twould like to thank the Aimco Cares 4U Committee for the tremendous support that you
have given me. You have lifted one burden 1 had, by providing me with great relief through this

difficult time. It is nice to know that I had someone to count on.”
-— Aimco Team Member, Michigan

Greenville, SC Aimco team members volunteer their
time to rehabilitate a home for a low-income family.

Helping build
community.

feam members in Indianapolis volunteered to remodel a home for
ome seniors as part of the national Rebuilding Together program.

BEST AVAILABLE COPY




Scholarship

Recipients

“It is very expensive to obtain a R
higher education. I want to thank Bieying Chen,
ccounting,

Aimeco for this generous award. It Indianapolis, IN.
helps me more than you'll ever know.”

— Nathan Anderson,
son of Ruth Nowak, Resident Service Coordinator,
Locust Apartments, Westminster, MD

Mike Larsen, son
of Torry Larsen,
Risk Management,
Denver, CO.
Jose Gonzalez, son of Jose
Gonzalez, Service Technician,
Houston, TX.

Brandy Sullivan, |
daughter of
Etrulia Tubbs,
Accounting
Specialist,
Greenville, SC.

The Aimco Military Qutreach team sent care packages to a reservist
unit serving in Baghdad, Iraq. Large boxes arrived on Christmas
Eve to help make the holiday brighter.

Aimco won the 9News Corporate Challenge in 2007, placing first among Denver
area corporations by collecting nearly 11 tons of food for needy families.
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FORWARD-LOOK]NG STATEMENTS

The Private Securities Litigation Reform Act of 1995 provides a “safe harbor” for forward-looking statements in
certain circumstances. Certain information included in this Report contains or may contain information that is
forward-looking, including, without limitation, statements regarding the effect of acquisitions and redevelopments,
our future financial performance, including our ability to maintain current or meet projected occupancy, rent levels
and same store results, and the effect of government regulations. Actual results may differ materiaily from those
described in the forward-looking statements and, in addition, will be affected by a variety of risks and factors that are
beyond our control including, without limitation: natural disasters such as hurricanes; national and local economic
conditions; the general level of interest rates; energy costs; the terms of governmental regulations that affect us and
interpretations of those regulations; the competitive environment in which we operate; financing risks, including the
risk that our cash flows from operations may be insufficient to meet required payments of principal and interest; real
estate risks, including fluctuations in real estate values and the general economic climate in local markets and
competition for residents in such markets; insurance risks; acquisition and development risks, including failure of
such acquisitions to perform in accordance with projections; the timing of acquisitions and dispositions; litigation,
including costs associated with prosecuting or defending claims and any adverse outcomes; and possible environ-
mental liabilities, including costs, fines or penalties that may be incurred due to necessary remediation of contam-
ination of properties presently owned or previously owned by us. In addition, our current and continuing qualification
as a real estate investment trust involves the application of highly technical and complex provisions of the Internal
Revenue Code and depends on our ability to meet the various requirements imposed by the Internal Revenue Code,
through actual operating results, distribution levels and diversity of stock ownership. Readers should carefully review
our financial statements and the notes thereto, as well as the section entitled “Risk Factors” described in Item 1A of
this Annual Report and the other documents we file from time to time with the Securities and Exchange Commission.

PART I

Item 1. Business

The Company

Apartment Investment and Management Company, or Aimco, is a Maryland corporation incorporated on
Janvary 10, 1994, We are a self-administered and self-managed real estate investment trust, or REIT, engaged in the
acquisition, ownership, management and redevelopment of apartment properties. As of December 31, 2007, we
owned or managed a real estate portfolio of 1,169 apartment properties containing 203,040 apartment units located
in 46 states, the District of Columbia and Puerto Rico. Based on apartment unit data compiled by the National Multi
Housing Council, as of January 1, 2007, we were the largest owner and operator of apartment properties in the
United States. Qur portfolio includes garden style, mid-rise and high-rise properties.

We own an equity interest in, and consolidate the majority of, the properties in our owned real estate portfolio.
These properties represent the consolidated real estate holdings in our financial statements, which we refer to'as
consolidated properties. In addition, we have an equity interest in, but do not consolidate for financial statement
purposes, certain properties that are accounted for under the equity or cost methods. These properties represent our
investment in unconsolidated real estate partnerships in our financial statements, which we refer to as unconsol-
idated properties. Additionally, we provide property management and asset management services to certain
properties, and in certain cases we may indirectly own generally less than one percent of the operations of such




properties through a partnership syndication or other fund. Our equity holdings and managed properties are as
follows as of December 31, 2007: : :

Total Portfolio
Properties Units

Consolidated properties . . . . ... ... it e 657 153,758
Unconsolidated properties . . ... . ... . i e 94 10,878
Property Management .. ..ottt e e 36 3228
ASSEl MANAZEMENL . . . . . . ottt e ety e 382 35,176

Total ..o 1,169 203,040

Through our wholly-owned subsidiaries, AIMCO-GP, Inc. and AIMCO-LP, Inc., we own a majority of the
ownership interests in AIMCO Properties, L.P., which we refer to as the Aimco Operating Partnership. As of
December 31, 2007, we held an interest of approximately 91% in the common partnership units and equivalents of
the Aimco Operating Partnership. We conduct substantially all of our business and own substantially all of our
assets through the Aimco Operating Partnership. Interests in the Aimco Operating Partnership that are held by
limited partners other than Aimco are referred to as “OP Units.” OP Units include common OP Units, partnership
preferred units, or preferred OP Units, and high performance partnership units, or High Performance Units.
Generally after a holding period of twelve months, holders of common OP Units may redeem such units for cash or,
at the Aimco Operating Partrership’s option, Aimco Class A Common Stock, which we refer to as Common Stock.
At December 31, 2007, we had 92,795,891 shares of our Common Stock outstanding and the Aimco Operating
Partnership had 9,682,619 common OP Units and equivalents outstanding for a combined total of
102,478,510 shares of Common Stock and OP Units outstanding (excluding preferred OP Units).

Since our initial public offering in July 1994, we have completed numerous transactions, including purchases
of properties and interests in entities that own or manage properties, expanding our portfolio of owned or managed
properties from 132 properties with 29,343 apartment units to a peak of over 2,100 properties with 379,000
apartment units. As of December 31, 2007, our portfolio of owned and/or managed properties consists of 1,169
properties with 203,040 apartment units. ‘

(LTS LLIEYY

Except as the context otherwise requires, “we,” “our,” *us” and the “Company” refer to Aimco, the Aimco
Operating Partnership and their consolidated entities, collectively. As used herein, and except where the context
otherwise requires, “partnership” refers to a limited partnership or a limited liability company and “‘partner” refers
to a limited partner in a limited partnership or a member in a limited liability company. '

Available Information

Our Annual Report on Form 10-K, our Quarterly Reports on Form 10-Q, our Current Reports on Form 8-K and
any amendments to any of those reports that we file with the Securities and Exchange Commission are available free
of charge as soon as reasonably practicable through our website at www.aimco.com. The information contained on
our website is not incorporated into this Annual Report. Our Common Stock is listed on the New York Stock
Exchange under the symbol “AIV.” In 2007, our chief executive officer submitted his annual corporate governance
listing standards certification to the New York Stock Exchange, which certification was unqualified.

Financial Information About Industry Segments

We operate in two reportable segments: real estate (owning, operating and redeveloping apartments) and asset
management (providing asset management and investment services). For further information on these segments, see
Note 16 of the consolidated financial statements in [tem 8, and Management’s Discussion and Analysis in Item 7.

Business Overview

Our principal financial objective is to increase long-term stockholder value per share, as measured by
Economic Income, which consists of cash dividends and changes in Net Asset Value, or NAV, which is the estimated
fair value of our assets, net of debt.




We strive to meet our objectives through:

* property operations — using scale and technology to increase the effectiveness and efficiency of attracting
and retaining apartment residents;

* redevelopment of properties — making substantial upgrades to the physical plant and, sometimes, to the
services offered to residents;

« portfolio management — allocating capital among geographic markets and apartment property types such
as Class A, Class B, Class C with redevelopment potential, and affordable;

* earning fee income from providing asset management services such as property management, financial
management, accounting, investor reporting, property debt financing, tax credit syndication, redevelopment
and construction management;

« managing our cost of capital by using leverage that is largely long-term, laddered in maturity, non-recourse
and property specific; and

* managing our general and administrative costs through increasing productivity.

Our business is organized around three core activities: Property Operations, Redevelopment, and Asset
Management. These three core activities, along with our financial strategy, are described in more detail below.

Property Operations

Our portfolio is comprised of two. business components: conventional and affordable. Our conventional
operations, which are market-rate apartments with rents paid by the resident, include 439 properties with
127,532 units. Our affordable operations consist of 312 properties with 37,104 units, with rents that are generally
paid, in whole or part by a government agency.

We operate a broad range of property types, from suburban garden-style to urban high-rise properties in
46 states, the District of Columbia and Puerto Rico at a broad range of average monthly rental rates, with most
between $700 and $1,000 per month, and reaching as high as $6,750 per month at some of our premier properties.
This diversification insulates us, to some degree, from inevitable downturns in any one market.

Conventional

Our conventional operations currently are organized into four divisions and are further divided into 17 regional
operating centers, or ROCs. A Regional Vice President, or RVP, supervises each ROC. To manage our nationwide
pertfolio more efficiently and to increase the benefits from our local management expertise, we have given direct
responsibility for operations to the RVP with regular reviews with senior management. To enable the RVPs to focus
on sales and service, as well as to improve financial control and budgeting, we have dedicated a regional financial
officer to support each RVP. In addition, with the exception of routine maintenance, our specialized Construction
Services group manages all on-site improvements, thus reducing the need for RVPs to spend time on oversight of
construction projects. We seek to improve our corporate-level oversight of conventional property operations by
developing better systems, standardizing business goals, operational measurements and internal reporting, and
enhancing financial controls over field operations. Our objectives are to focus on the areas discussed below:

e Customer Service. Our operating culture is focused on our residents. Our goal is to provide our residents
with consistent service in clean, safe and attractive communities. We evaluate our performance through a
customer satisfaction tracking system. In addition, we emphasize the quality of our on- _site employees
through recruiting, training and retention programs, which we believe contributes to improved customer
service and leads to increased occupancy rates and enhanced operational performance.

* Resident Selection and Retention.  In apartment properties, neighbors are a meaningful part of the product,
together with the location of the property and the physical quality of the apartment units. Part of our
conventional operations strategy is fo focus on resident acquisition and retention — attracting and retaining
credit-worthy residents who are good neighbors. We have structured goals and coaching for all of our sales
personnel, a tracking system for inquiries and a standardized renewal communication program. We have
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standardized residential financial stability requirements and have policies and monitoring practices to
maintain our resident quality.

* Revenue Increases. 'We seek to increase revenue by optimizing the balance between rental and occupancy
rates. We are also focused on the automation of on-site operations, as we believe that timely and accurate
collection of property performance and resident profile data will enable us to maximize revenue through
better property management and leasing decisions. We have standardized policies for new and renewal
pricing with timely data and analyses by floor-plan, thereby enabling us to maximize our ability to modify
pricing, even in challenging sub-markets,

* Controlling Expenses. Cost controls are accomplished by locat focus at the ROC level and by taking
advantage of economies of scale at the corporate level. As aresult of the size of our portfolio and our regional
concentrations of properties, we have the ability to spread over a large property base fixed costs for general
and administrative expenditures and certain operating functions, such as purchasing, insurance and infor-
mation technology.

« Ancillary Services. 'We believe that our ownership and management of properties provide us with unique
access to a customer base that allows us to provide additional services and thereby increase occupancy and
rents, while also generating incremental revenue. We currently provide cable television, telephone services,
appliance rental, and carport, garage and storage space rental at certain properties.

Affordable

We are among the largest owners and operators of affordable properties in the United States. Affordable
housing properties are generally those properties for which all or a portion of the rent is paid by the United States
Department of Housing and Urban Development, or HUD, and sometimes by state housing agencies. Affordable
properties tend to have stable rents and occupancy due to government subsidies of rent payments and thus are much
less affected by market fluctuations.

Capital Replacements and Capital Improvements

We believe that the physical condition and amenities of our apartment properties are important factors in our
ability to maintain and increase rental rates. In 2007, we spent $102.6 million, or $772 per owned apartment unit; for
Capital Replacements, which represent the share of expenditures that are deemed to replace the consumed portion
of acquired capital assets. Additionally, we spent $123.7 million for Capital Improvements, which are non-
redevelopment capital expenditures that are made to enhance the value, profitability or useful life of an asset from
its original purchase condition.

Redevelopment

In addition to maintenance and improvements of our properties, we focus on the redevelopment of certain
properties each year. We believe redevelopment of certain properties in superior locations provides advantages over
ground-up development, enabling us to generate rents comparable to new properties with lower financial risk, in less time
and with reduced delays associated with governmental permits and authorizations. Redevelopment work also includes
seeking entitlements from local governments, which enhance the value of our existing portfolio by increasing density,
that is, the right to add residential units to a site. We undertake a range of redevelopment projects: from those in which a
substantial number of all available units are vacated for significant renovations to the property to those in which there is
significant renovation, such as exteriors, common areas or unit improvements, typically done upon lease expirations
without the need to vacate units on any wholesale or substantial basis. We have specialized Redevelopment and
Construction Services groups, which include engineers, architects and construction managers, to oversee these projects.

Our share of 2007 redevelopment expenditures on active and completed projects totaled $290.9 million and
$61.9 million in conventional and affordable redevelopment projects, respectively. During 2007, we completed
redevelopment projects at 16 conventional properties and one affordable property. We also delivered approximately
4,900 conventional and 1,200 affordable redeveloped units, respectively, some of which are part of redevelopment
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projects completed in 2007 and some of which are part of ongoing projects. As of December 31, 2007, we had 48
conventional and 11 affordable redevelopment projects at various stages of completion as follows:

Remaining

Estimated

Expenditures
- Properties . (millions)
" Conventional redevelopment projects . ... ... v ven... 48 $357.5
Affordable redevelopment projects. . . . ... ... ... .. o oL 11 64.9
Total active redevelopment projects . . ... ... oo 59 34224

In 2008, we expect to invest between $250.0 and $300.0 million in conventional redevelopment projects and
we expect to invest approximately $72.0 million in affordable redevelopment projects, predominantly funded by
third-party tax credit equity.

Asset Management

Asset management includes activities related to our owned portfolio of properties as well as services provided
to affiliated partnerships. Within our owned pottfolio, these activities include strategic capital allocation decisions
and portfolio management activities, that is, transactions to buy, sell or modify our ownership interest in properties,
including through the use of partnerships and joint ventures. The purpose of these transactions is to re-adjust Aimco
investments to reflect our decisions regarding target allocations to geographic markets and to investment types. We
provide similar services to affiliated partnerships, together with such other services as property management,
financial management, accounting, investor reporting, property debt financings, tax credit syndication, redevel-
opment and construction management. When we provide these services with respect to our own investments, there
is no separate compensation and their benefit is seen in property operating results and in investment gains. When we
provide these services to affiliated third parties, they are separately compensated by agreed fees. While many teams
at Aimco are involved in the delivery of these services, the negotiation of transactions for Aimco’s account and the
oversight of services provided to others is primarily the responsibility of our Aimco Capital team.

Conventional Portfolio Management

Portfolic management involves the ongoing allocation of investment capital to meet our geographic and
product type goals. We target geographic balance in Aimco’s diversified portfolio in order to optimize risk-adjusted
returns and to avoid the risk of undue concentration in any particular market. We also seek to balance the portfolio
by product type, with both high quality properties in excellent locations and also high land value properties that
support redevelopment activities. -

During 2007, we refined our geographic allocation strategy to focus on the top 20 U.S. markets as measured by
total market capitalization. We believe these markets to be deep, relatively liquid and possessing desirable long-
term growth characteristics. They are primarily coastal markets, and also include a number of Sun Belt cities and
Chicago, Illinois. We may also invest in other markets on an opportunistic basis. As we implement this strategy, we
expect to reduce our investment in markets outside the top 20 markets and to increase our investment in the top
20 markets both by making acquisitions and by redevelopment spending. We expect too that increased geographic
focus will add to our investment knowledge and increase operating efficiencies based on local economies of scale.

During 2007, the top 20 U.S. markets contributed 70.8% of our net operating income, or NOI, from
conventional property operations. Our top five markets by NOI contribution include the metropolitan areas of
Washington, D.C., Los Angeles, California, Philadelphia, Pennsylvania, and Miami, Florida as well as the New
England region. In 2007, we exited 11 markets and as of December 31, 2007, our conventional portfolio inciuded
439 properties with 127,532 units in 42 markets. '

During 2007, we invested in our conventional portfolio both by funding redevelopment and by making
acquisitions. At different times, we have made acquisitions through:

+ the direct acquisition of a property or portfolio of properties, or of ownership interests in such properties;
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* a merger or business combination with an entity that owns or controls a property, portfolio or other
ownership interests in properties being acquired; and

» the purchase from third parties of additional interests in partnerships in which we own a general partnership
interest.

In 2007, we invested $290.9 million in redevelopment of properties in our conventional portfolio. We also
completed acquisitions of 16 conventional properties, containing approximately 1,300 residential units for an
aggregate purchase price of approximately $217.0 million (including transaction costs). These properties are
located in New York, California, Florida and Illinois. We also acquired additional interests in 48 partnerships
(including VMS National Properties Joint Venture) for an aggregate purchase price of $219.8 million (including
transaction costs, assumption of debt and other consideration).

Portfolio management also includes dispositions of properties located within markets we intend to exit,
properties in less favored locations within our target markets, and properties that do not meet our long-term
investment criteria. Property sales proceeds are used to fund redevelopment spending, acquisitions, and such other
corporate purposes as debt reduction, preferred stock redemption and, in January 2008, a special dividend. In 2007,
we sold 46 conventional properties generating net cash proceeds to us, after repayment of existing debt, payment of
transaction costs and distributions to limited partners, of $125.5 million. .

Portfolio management can include the-use of partnerships and joint ventures to allow us to attract and serve
high quality investment partners, and to rebalance efficiently our geographic market allocation of capital while
maintaining our local operating platform and its operational scale. For example, during 2007, we entered into a joint
venture agreement that provides for the co-ownership of three multi-family properties with 1,382 units located in
west Los Angeles. We retained a 53% ownership interest in the properties and sold a 47% interest generating net
cash proceeds of approximately $202.0 million. We will provide a variety of asset management services to our
investment partner, including continuing property management, in return for asset management and other fees.
During 2008, we plan to pursue similar joint ventures.

During 2007, we earned $15.6 million in asset management fees from 14 affiliated partnerships owning
conventional properties.

Affordable Portfolio Management

The portfolio management strategy for our z_xffbrdable portfolio is sitilar to that for our conventional portfolio.
During 2007, we invested $61.9 million in redevelopment of affordable properties, funded primarily by proceeds
from the sale of tax credits to institutional partners. We made no acquisitions of affordable properties and we made
$7.0 million of acquisitions of partnership interests in partnerships owning affordable properties. As with
conventional properties, we also seek to dispose of properties that are inconsistent with our long-term investment
and operating strategies. During 2007, we sold 30 properties from our affordable portfolio, generating net cash
proceeds to us, after repayment of existing debt, payment of transaction costs and distributions to limited partners,
of $15.4 million. As of December 31, 2007, our affordable portfolio included 312 properties with 37,104 units.

During 2007, we earned $58.2 million in asset management fees from 78 affiliated partnerships owning
affordable properties.

Financial Strategy

We are focused on minimizing our cost of capital on a risk-adjusted basis. We primarily use non-recourse
property debt with laddered maturities and minimize refiance on corporate debt. The lower risk inherent in non-
recourse property debt permits us to operate with higher debt leverage and a lower weighted average cost of capital.
During 2007, we closed property loans totaling $1,816.6 million at an average interest rate of 6.10%, which
included the refinancing of property loans totaling $772.8 million with prior interest rates averaging 7.05%. In
addition to the refinancing activity, the property loans included placing loans on newly acquired properties, new
financings on existing properties, redevelopment loans and the modification of terms on existing property debt. We
use floating rate property and corporate debt to provide lower interest costs over time at a level that considers
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acceptable earnings volatility. We are also focused on maintaining liquidity, and as of December 31, 2007, had
available resources totaling $675 million.

Competition

In attracting and retaining residents to occupy our propertics we compete with numerous other housing
alternatives. Our properties compete directly with other rental apartments, as well as with condominiums and
single-family homes that are available for rent or purchase in the markets in which our properties are located.
Principal factors of competition include rent or price charged, attractiveness of the location and property and quality
and breadth of services. The number of competitive properties relative to demand in a particular area has a material
effect on our ability to lease apartment units at our properties and on the rents we charge. In certain markets there
exists oversupply of single family homes and condominiums that affects the pricing and occupancy of our rental
apartments. Additionally, we compete with other real estate investors, including other apartment REITs, pension
and investment funds, partnerships and investment companies in acquiring, redeveloping and managing apartment
properties. This competition affects our ability to acquire properties we want to add to our portfolio and the price
that we pay in such acquisitions.

Taxation

We have elected to be taxed as a REIT under the Internal Revenue Code of 1986, as amended, which we refer to
as the Code, commencing with our taxable year ended December 31, 1994, and intend to continue to operate in such
a manner. Our current and continuing qualification as a REIT depends on our ability to meet the various
requirements imposed by the Code, which are related to organizational structure, distribution levels, diversity
of stock ownership and certain restrictions with regard to owned assets and categories of income. If we qualify for
taxation as a REIT, we will generally not be subject to United States Federal corporate income tax on our taxable
income that is currently distributed to stockholders. This treatment substantially eliminates the “double taxation”
(at the corporate and stockholder levels) that generally results from investment in a corporation.

Even if we qualify as a REIT, we may be subject to United States Federal income and excise taxes in various
situations, such as on our undistributed income. We also will be required to pay a 100% tax on any net income on
non-arm’s length transactions between us and a TRS (described below) and on any net income from sales of
property that was property held for sale to customers in the ordinary course. We and our stockholders may be subject
to state or local taxation in various state or local jurisdictions, including those in which we transact business or our
stockholders reside. In addition, we could also be subject to the alternative minimum tax, or AMT, on our items of
tax preference. The state and local tax laws may not conform to the United States Federal income tax treatment. Any
taxes imposed on vs reduce our operating cash flow and net incorme.

Certain of our operations (property management, asset management, risk, etc.} are conducted through taxable
REIT subsidiaries, each of which we refer to as a TRS. ATRS is a C-corporation that has not elected REIT status
and as such is subject to United States Federal corporate income tax. We use TRS entities to facilitate our ability to
offer certain services and activities to our residents and investment partners, as these services and activities
generally cannot be offered directly by the REIT.

Regulation
General

Apartment properties and their owners are subject to various laws, ordinances and regulations, including those
related to real estate broker licensing and regulations relating to recreational facilities such as swimming pools,
activity centers and other common areas. Changes in laws increasing the potential hability for environmental
conditions existing on properties or increasing the restrictions on discharges or other conditions, as well as changes
in laws affecting development, construction and safety requirements, may result in significant unanticipated
expenditures, which would adversely affect our net income and cash flows from operating activities. In addition,
future enactment of rent control or rent stabilization laws or other laws regulating multifamily housing may reduce
rental revenue or increase operating costs in particular markets.
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Environmental

Various Federal, state and local laws subject property owners or operators to liability for management, and the
costs of removal or remediation, of certain hazardous substances present on a property. Such laws often impose
liability without regard to whether the owner or operator knew of, or was responsible for, the release or presence of
the hazardous substances. In connection with the ownership, operation and management of properties, we could
potentially be liable for environmental liabilities or costs associated with our properties or properties we acquire or
manage in the future. These and other risks related to environmental matters are described in more detail in Item 1A,
“Risk Factors.”

Insurance

Our primary lines of insurance coverage are property, general liability, and workers’ compensation. We believe
. that our insurance coverages adequately insure our properties against the risk of loss attributable to fire, earthquake,
hurricane, tornado, flood, terrorism and other perils and adequately insure us against other risk. Our coverage
includes deductibles, retentions and limits that are customary in the industry. We have established loss prevention,
loss mitigation, claims handling, litigation management and loss reserving procedures to manage our exposure.

Employees

We currently have approximately 5,900 employees, of which approximately 4,400 are at the property level,
performing various on-site functions, with the balance managing corporate and regional operations, including
investment and debt transactions, legal, financial reporting, accounting, information systems, human resources and
other support functions. Unions represent approximately 150 of our employees. We have never experienced a work
stoppage and believe we maintain satisfactory relations with our employees.

Item 1A, Risk Factors

The risk factors noted in this section and other factors noted throughout this Annual Report, describe certain
risks and uncertainties that could cause our actual results to differ materially from those contained in any forward-
tooking statement.

Failure to generate sufficient net operating income may limit our ability to pay dividends.
i

Our ability to make payments to our investors depends on our ability to generate net operating income in excess
of required debt payments and capital expenditure requirements. Net operating income may be adversely affected
by events or conditions beyond our contrel, including:

» the general economic climate;
» competition from other apartment communities and other housing options;

« local conditions, such as loss of jobs or an increase in the supply of apartments, that might adversely affect
apartment occupancy or rental rates;

« changes in governmental regulations and the related cost of compliance;

* increases in operating costs (including real estate taxes) due to inflation and other factors, which may not be
offset by increased rents; '

» changes in tax laws and housing laws, including the enactment of rent control laws or other laws regulating
multifamily housing; and :

= changes in interest rates and the availability of financing.

9




Redevelopment and construction risks could affect our profitability.
We intend to continue to redevelop certain of our properties. These activities are subject to the following risks:

» we may be unable to obtain, or experience delays.in obtaining, necessary zoning, occupancy, or other
required governmental or third party permits and authorizations, which could result in increased costs or the
delay or abandonment of opportunities;

* we may incur costs that exceed our original estimates due to increased material, labor or other costs;

» we may be unable to complete construction and lease up of a property on schedule, resulting in increased
construction and financing costs and a decrease in expected rental revenues;

* occupancy rates and rents at a property may fail to meet our expectations for a number of reasons, including
changes in market and economic conditions beyond our control and the developmem by competitors of
competing communities;

* we may be unable to obtain financing with favorable terms, or at all, for the proposed development of a
property, which may cause us to delay or abandon an opportunity;

* we may abanden opportunities that we have already begun to explore for a number of reasons, including
changes in local market conditions or increases in construction or financing costs, and, as a result, we may
fail to recover expenses already incurred in exploring those opportunities;

= we may incur liabilities to third parties during the redevelopment process, for example, in connection with
resident lease terminations, or managing existing improvements on the site prior to resident lease
terrinations; and

* loss of a key member of project team could adversely affect our ability to deliver redevelopment projects on
time and within our budget.

If we are not successful in our acquisition of properties, our results of operations could be adversely
affected.

The selective acquisition of properties is a component of our strategy. However, we may not be able to
complete transactions successfully in the future. Although we seek to acquire properties when such acquisitions
increase our net income, Funds From Operations or net asset value, such transactions may fail to perform in
accordance with our expectations. In particular, following acquisition, the value and operational performance of a
property may be diminished if obsclescence or neighborhood changes occur before we are able to redevelop or sell
the property.

Our existing and future debt financing could render us unable to operate, result in foreclosure on our
properties or prevent us from making distributions on our equify.

Our strategy is generally to incur debt to increase the return on our equity while maintaining acceptable interest
coverage ratios. For the year ended December 31, 2007, we had a ratio of free cash flow (net operating income less
spending for capital replacements) to combined interest expense and preferred stock dividends of 1.6:1. Our
organizational documents do not limit the amount of debt that we may incur, and we have significant amounts of
debt outstanding. Payments of principal and interest may leave us with insufficient cash resources to operate our
properties or pay distributions required to be paid in order to maintain our qualification as a REIT. We are also
subject to the risk that our cash flow from operations will be insufficient to make required payments of principal and
interest, and the risk that existing indebtedness may not be refinanced or that the terms of any refinancing will not be
as favorable as the terms of existing indebtedness. If we fail t0 make required payments of principal and interest on
secured debt, our lenders could foreclose on the properties securing such debt, which would result in loss of income
and asset value to us. As of December 31, 2007, substantially all of the properties that we owned or controlled were
encumbered by debt.
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Increases in interest rates would increase our interest expense,

As of December 31,2007, we had approximately $1,754.4 million of variable-rate indebtedness outstanding. Of the
total debt subject to variable interest rates, floating rate tax-exempt bond financing was $698.4 million. Floating rate tax-
exempt bond financing is benchmarked against the Securities Industry and Financial Markets Association Municipal
Swap Index, or SIFMA, rate (previously the Bond Market Association index), which since 1981 has averaged 68% of the
30-day LIBOR rate. If this relationship continues, an increase in 30-day LIBOR of 1.0% (0.68% in tax-exempt interest
rates) would result in our income before minority interests and cash flows being reduced by $15.3 million on an annual
basis. This would be offset by variable rate interest income earned on certain assets, including cash and cash equivalents
and notes receivable, as well as interest that is capitalized on a portion of this variable rate debt incurred in connection
with our redevelopment activities. Considering these offsets, the same increase in 30-day LIBOR would result in our
income before minority interests being reduced by $6.5 million on an annual basis.

Covenant restrictions may limit our ability to make payments to our investors.

Some of our debt and other securities contain covenants that restrict our ability to make distributions or other
payments to our investors unless certain financial tests or other criteria are satisfied. Our credit facility provides,
among other things, that we may make distributions to our investors during any four consecutive fiscal quarters in an
aggregate amount that does not exceed the greater of 95% of our Funds From Operations for such period or such
amount as may be necessary to maintain our REIT status. Our outstanding classes of preferred stock prohibit the
payment of dividends on our Common Stock if we fail to pay the dividends to which the holders of the preferred
stock are entitled.

Competition could limit our ability to lease apartments or increase or maintain rents.

Our apartment properties compete for residents with other housing alternatives, including other rental
apartments, condominiums and single-family homes that are available for rent, as well as new and existing
condominiums and single-family homes for sale. Competitive residential housing in a particular area could
adversely affect our ability to lease apartments and to increase or maintain rental rates. The current challenges in
the credit and housing markets have increased housing inventory that competes with our apartment properties.

We depend on distributions and other payments from our subsidiaries that they may be prohibited from
making to us.

All of our properties are owned, and all of our operations are conducted, by the Aimco Operating Partnership
and our other subsidiaries. As a result, we depend on distributions and other payments from our subsidiaries in order
to satisfy our financial obligations and make payments to our investors. The ability of our subsidiaries to make such
distributions and other payments depends on their earnings and may be subject to statutory or contractual
limitations. As an equity investor in our subsidiaries, our right to receive assets upon their liquidation or
reorganization will be effectively subordinated to the claims of their creditors. To the extent that we are recognized
as a creditor of such subsidiaries, our claims may still be subordinate to any security interest in or other lien on their
assets and to any of their debt or other obligations that are senior to our claims.

Because real estate investments are relatively illiquid, we may not be able to sell properties when appropriate.

Real estate investments are relatively illiquid and cannot always be sold quickly. Our freedom to sell properties
is also restricted by REIT tax rules. Thus, we may not be able to change our portfolio promptly in response to
changes in economic or other market conditions. Our ability to dispose of assets in the future will depend on
prevailing economic and market conditions. This could have a material adverse effect on our financial condition or
results of operations.

We may be subject to litigation associated with partnership acquisitions that could increase our expenses
and prevent completion of beneficial transactions.

We have engaged in, and intend to continue to engage in, the selective acquisition of interests in partnerships
controlled by us that own apartment properties. In some cases, we have acquired the general partner of a partnership
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and then made an offer to acquire the limited partners’ interests in the partnership. In these transactions, we may be
subject to litigation based on claims that we, as the general partner, have breached our fiduciary duty to our limited
partners. or that the transaction violates the relevant partnership agreement or state law. Although we intend to
comply with our fiduciary obligations and the relevant partnership agreements, we may incur additional costs in
connection with the defense or settlement of this type of litigation. In some cases, this type of litigation may
adversely affect our desire to proceed with, or our ability to complete, a particular transaction. Any litigation of this
type could also have a material adverse effect on our financial condition or results of operations.

We are self-insured for certain risks and the cost of insurance, increased claims activity or losses result-
ing from catastrophic events may affect our operating results and financial condition.

We are self-insured for a portion of our consolidated properties’ exposure to casualty losses resulting from fire,
earthquake, hurricane, tornado, flood and other perils. We recognize casualty losses or gains based on the net book
value of the affected property and any related insurance proceeds. In many instances, the actual cost to repair or
replace the property may exceed its net book value and any insurance proceeds. We also insure certain uncon-
solidated properties for a portion of their exposure to such losses, In addition, we are self-insured for a portion of our
exposure to third-party claims related to our employee health insurance plans, workers’ compensation coverage,
and general liability exposure. With respect to our insurance obligations to unconsolidated properties and our
exposure to claims of third parties, we establish reserves at levels that reflect our known and estimated losses, The
ultimate cost of losses and the impact of unforeseen events may vary materially from recorded reserves, and
variances may adversely affect our operating results and financial condition. We purchase insurance (or reinsurance
where we insure unconsolidated properties) to reduce our exposure to losses and limit our financial losses on large
individual risks. The availability and cost of insurance are determined by market conditions outside our control. No
assurance can be made that we will be able to obtain and maintain insurance at the same levels and on the same
terms as we do today. If we are not able to obtain or maintain insurance in amounts we consider appropriate for our
business, or if the cost of obtaining such insurance increases materially, we may have to retain a larger portion of the
potential loss associated with our exposures to risks. The extent of our losses in connection with catastrophic events
is a function of the severity of the event and the total amount of exposure in the affected area. When we have
geographic concentration of exposures, a single catastrophe (such as an earthquake) or destructive weather trend
affecting a region may have a significant impact on our financial condition and results of operations. We cannot
accurately predict catastrophes, or the number and type of catastrophic events that will affect us. As a result, our
operating and financial results may vary significantly from one period to the next. While we anticipate and plan for
losses, there can be no assurance that our financial results will not be adversely affected by our exposure to losses
arising from catastrophtc events in the future that exceed our previous experience and assumptions,

We depend on our senior management.

Our success depends upon the retention of our senior management, including Terry Considine, our chief
executive officer and president. There are no assurances that we would be able to find qualified replacements for the
individuals who make up our senior management if their services were no longer available. The loss of services of
one or more members of our senior management team could have a material adverse effect on our business,
financial condition and results of operations. We do not currently maintain key-man life insurance for any of our
employees. The loss of any member of senior management could adversely affect our ability to pursue effectively
our business strategy.

Government housing regulations may limit the opportunities at some of our properties and failure to com-
ply with resident qualification requirements may result in financial penalties and/or loss of benefits.

We own consolidated and unconsolidated equity interests in certain properties and manage other properties
that benefit from governmental programs intended to provide housing to people with low or moderate incomes.
These programs, which are usually administered by HUD or state housing finance agencies, typically provide
mortgage insurance, favorable financing terms, tax-credit equity, or rental assistance payments to the property
owners. As a condition of the receipt of assistance under these programs, the properties must comply with various
requirements, which typically limit rents to pre-approved amounts and impose restrictions on resident incomes.
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Failure to comply with these requirements and restrictions may result in findancial penalties or loss of benefits. We
usually need to obtain the approval of HUD in order to manage, or acquire a significant interest in, a HUD-assisted
property. We may not always receive such approval.

Laws benefiting disabled persons may result in our incurrence of unanticipated expenses.

Under the Americans with Disabilities Act of 1990, or ADA, all places intended to be used by the public are
required to meet certain Federal requirements related to access and use by disabled persons. Likewise, the Fair
Housing Amendments Act of 1988, or FHAA, requires apartment properties first occupied after March 13, 1990, to
be accessible to the handicapped. These and other Federal, state and local laws may require modifications to our
properties, or affect renovations of the properties. Noncompliance with these laws could result in the imposition of
fines or an award of damages to private litigants and also could result in an order to correct any non-complying
feature, which could result in substantial capital expenditures. Although we believe that our properties are
substantially in compliance with present requirements, we may incur unanticipated expenses to comply with
the ADA and the FHAA in connection with the ongoing operation or redevelopment of our properties.

Potential liability or other expenditures associated with potential environmental contamination may be
costly.

Various Federal, state and local laws subject property owners or operators to liability for management, and the
costs of removat or remediation, of certain hazardous substances present on a property. Such laws often impose
liability without regard to whether the owner or operator knew of, or was responsible for, the release or presence of
the hazardous substances. The presence of, or the failure to manage or remedy properly, hazardous substances may
adversely affect occupancy at affected apartment communities and the ability to sell or finance affected properties.
In addition to the costs associated with investigation and remediation actions brought by government agencies, and
potential fines or penalties imposed by such agencies in connection therewith, the presence of hazardous substances
on a property could result in claims by private plaintiffs for personal injury, disease, disability or other infirmities.
Various laws also impose liability for the cost of removal, remediation or disposal of hazardous substances through
alicensed disposal or treatment facility. Anyone who arranges for the disposal or treatment of hazardous substances
is potentially liable under such laws. These laws often impose liability whether or not the person arranging for the
disposal ever owned or operated the disposal facility. In connection with the ownership, operation and management
of properties, we could potentially be liable for environmental liabilities or costs associated with our properties or
properties we acquire or manage in the future.

Moisture infiltration and resulting mold remediation may be costly.

We have been named as a defendant in lawsuits that have alleged personal injury and property damage as a
result of the presence of mold. In addition, we are aware of lawsuits against owners and managers of multifamily
properties asserting claims of personal injury and property damage caused by the presence of mold, some of which
have resulted in substantial monetary judgments or settlements. We have only limited insurance coverage for
property damagé loss claims arising from the presence of mold and for personal injury claims related to mold
exposure. We have implemented policies, procedures, third-party audits and training, and include a detailed
moisture intrusion and mold assessment during acquisition due diligence. We believe these measures will prevent or
eliminate mold exposure from our properties and will minimize the effects that mold may have on our residents. To
date, we have not incurred any material costs or liabilities relating to claims of mold exposure or to abate mold
conditions. Because the law regarding mold is unsettled and subject to change we can make no assurance that
Habilities resulting from the presence of or exposure to mold will not have a material adverse effect on our
consolidated financial condition or results of operations.

We may fail to qualify as a REIT.

If we fail to qualify as a REIT, we will not be allowed a deduction for dividends paid to our stockholders in
computing our taxable income, and we will be subject to Federal income tax at regular corporate rates, including
any applicable alternative minimumn tax. This would substantially reduce ‘our funds available for payment to our
investors. Unless entitled to relief under certain provisions of the Code, we also would be disqualified from taxation
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as a REIT for the four taxable years following the year during which we ceased to qualify as a REIT. In addition, our
failure to qualify as a REIT would place us in default under our primary credit facilities.

We believe that we operate, and have always operated, in a manner that enables us to meet the requirements for
qualification as a REIT for Federal income tax purposes. Our continued qualification as a REIT will depend on our
satisfaction of certain asset, income, investment, organizational, distribution, stockholder ownership and other
requirements on a continuing basis. Our ability to satisfy the asset tests depends upon our analysis of the fair market
values of our assets, some of which are not susceptible to a precise determination, and for which we will not obtain
independent appraisals. Our compliance with the REIT income and quarterly asset requirements also depends upon
our ability to manage successfully the composition of our income and assets on an ongoing basis. Moreover, the
proper classification of an instrument as debt or equity for Federal income tax purposes may be uncertain in some
circumstances, which could affect the application of the REIT qualification requirements. Accordingly, there can be
no assurance that the Internal Revenue Service, or the IRS, will not contend that our interests in subsidiaries or other
issuers constitutes a violation of the REIT requirements. Moreover, future economic, market, legal, tax or other
considerations.may cause us to fail to qualify as a REIT, or our Board of Directors may determine to revoke our
REIT status.

REIT distribution requirements limit our available cash.

As a REIT, we are subject to annual distribution requirements, which limit the amount of cash we retain for
other business purposes, including amounts to fund our growth. We generally must distribute annually at least 90%
of our net REIT taxable income, excluding any net capital gain, in order for our distributed earnings not to be subject
to corporate income tax. We intend to make distributions to our stockholders to comply with the requirements of the
Code. However, differences in timing between the recognition of taxable income and the actual receipt of cash
could require us to sell assets or borrow funds on a short-term or long-term basis to meet the 90% distribution
requirement of the Code. .

Limits on ownership of shares in our charter may result in the loss of economic and voting rights by pur-
chasers that violate these limits.

Our charter limits ownership of our Common Stock by any single stockholder {applying certain “beneficial
ownership” rules under the Federal securities laws) to 8.7% of our cutstanding shares of Common Stock, or 15% in
the case of certain pension trusts, registered investment companies and Mr. Considine. QOur charter also limits
ownership of our Common Stock and preferred stock by any single stockholder to 8.7% of the value of the
outstanding Common Stock and preferred stock, or 15% in the case of certain pension trusts, registered investment
companies and Mr. Considine. The charter also prohibits anyone from buying shares of our capital stock if the
purchase would result in us losing our REIT status. This could happen if a transaction results in fewer than
100 persons owning alt of our shares of capital stock or results in five or fewer persons (applying certain attribution
rules of the Code) owning 50% or more of the value of all of cur shares of capital stock. If anyone acquires shares in
excess of the ownership limit or in violation of the ownership requirements of the Code for REITs:

» the transfer will be considered nult and void;

« we will not reflect the transaction on our books;

* we may institute legal action to enjoin the transaction;

* we may demand repayment of any dividends received by the affected person on those shares;

* we may redeem the shares;

* the affected person will not have any voting rights for those shares; and

« the shares (and all voting and dividend rights of the shares) will be held in trust for the benefit of one or more
charitable organizations designated by us.

We may purchase the shares of capital stock held in trust at a price equal to the lesser of the price paid by the
transferee of the shares or the then current market price. If the trust transfers any of the shares of capital stock, the
affected person will receive the lesser of the price paid for the shares or the then current market price. An individual
who acquires shares of capital stock that violate the above rules bears the risk that the individual:

« may lose control over the power to dispose of such shares;
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* may not recognize profit from the sale of such shares if the market price of the shares increases;
* may be required to recognize a loss from the sale of such shares if the market price decreases; and

* may be required to repay to us any distributions received from us as a result of his or her ownership of the shares.

Our charter may limit the ability of a third party to acquire control of us.

The 8.7% ownership limit discussed above may have the effect of precluding acquisition of control of usby a
third party without the consent of our Board of Directors. Qur charter avthorizes our Board of Directors to issue up
to 510,587,500 shares of capital stock. As of December 31, 2007, 426,157,736 shares were classified as Common
Stock, of which 92,795,891 were outstanding, and 84,429,764 shares were classified as preferred stock, of which
24,950,200 were outstanding. Under our charter, our Board of Directors has the authority to classify and reclassify
any of our unissued shares of capital stock into shares of capital stock with such preferences, rights, powers and
restrictions as our Board of Directors may determine. The authorization and issuance of a new class of capital stock
could have the effect of delaying or preventing someone from taking control of us, even if a change in control were
in our stockholders’ best interests.

Maryland business statutes may limit the ability of a third party to acquire control of us.

As a Maryland corporation, we are subject to vartous Maryland laws that may have the effect of discouraging
offers to acquire us and increasing the difficulty of consummating any such offers, even if an acquisition would be in
our stockholders’ best interests. The Maryland General Corporation Law restricts mergers and other business
combination transactions between us and any person who acquires beneficial ownership of shares of our stock
representing 10% or more of the voting power without our Board of Directors’ prior approval. Any such business
combination transaction could not be completed until five years after the person acquired such voting power, and
generally only with the approval of stockholders representing 80% of all votes entitled to be cast and 66%% of the
votes entitled to be cast, excluding the interested stockholder, or upon payment of a fair price. Maryland law also
provides generally that a person who acquires shares of our capital stock that represent 10% or more of the voting
power in electing directors will have no voting rights unless approved by a vote of two-thirds of the shares eligible to
vote. Additionally, Maryland law provides, among other things, that the board of directors has broad discretion in
adopting stockholders” rights plans and has the sole power to fix the record date, time and place for special meetmgs
of the stockholders. In addition, Maryland law provides that corporations that:

* have at least three directors who are not employees of the entity or related to an acquiring person; and
* are subject to the reporting requirements of the Securities Exchange Act of 1934,
may elect in their charter or bylaws or by reselution of the board of directors to be subject to all or part of a special
subtitle that provides that:
* the corporation will have a staggered board of directors;

* any director may be removed only for cause and by the vote of two-thirds of the votes entitled to be cast in the
election of directors generally, even if a lesser proportion is provided in the charter or bylaws;

* the number of directors may only be set by the board of directors, even if the procedure is contrary to the
charter or bylaws;

* vacancies may only be filled by the remaining directors, even if the procédure is contrary to the charter or
bylaws; and '

« the secretary of the corporation may call a special meeting of stockholders at the request of stockholders only
on the written request of the stockholders entitled to cast at least a majority of all the votes entitled to be cast
at the meeting, even if the procedure is contrary to the charter or bylaws,

To date, we have not made any of the elections described above.

Item 1B. Unresolved Staff Comments

None.
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Item 2. Properties

Our properties are located in 46 states, the District of Columbia and Puerto Rico. As of December 31, 2007, our
conventional properties are operated through 17 regional operating centers and our affordable properties are
operated through three regional operating centers. The following table sets forth information on all of our property
operations as of December 31, 2007 and 2006:

2007 2006
Number of Number Number of Number
Regional Operating Center{l) Properties of Units Properties of Units
Conventional:
Atlanta, GA ................. e e —(2) —{2) 32 8,286
Boston, MA . ... ... . . . e 16 5,745 16 5,745
Chicago, IL. . ... ... .. . 27 7,835 30 8,339
Columbus, OH .. ....... ... . . i 28 9,185 34 9,664
Dallas, TX ..o e e e e e 31 6,934 36 - 8,026
Denver, CO. . e e e e 30 7,616 33 7.487
Houston, TX . ..o e e et e e e e 30 8,008 37 9,776
Indianapolis, IN ......... .. ... ... ... i 28 11,107 33 12,318
Los Angeles, CA. .. ..., . ... .. i 43 11,370 39 10,867
Mid-Atlantic . . . ... .o e e 43 12,203 —_ —
New York, NY ... i an 22 957 12 589
Orlando, FL .. ... i ittt e e e e 31 8,187 29 8,041
Philadelphia, PA ... ... ... ... .. . . 14 5,216 16 7,493
Phoenix, AZ . . ... .. e e 23 6,051 28 7,544
Rockville, MD . ... .. . 27 10,758 20 12,157
SouthFlorida . ........c i e 16 5,857 15 5,300
Tampa, FL ... ... 20 5,231 21 5,787
Tidewater, VA . . .. .. i e e —{2) —(2) 28 7.618
East Redevelopment (3). . .................... ce e 9 5,020 — —
Total conventional owned and managed .............. 438 127,280 468 135,037
Affordable:
Central . . . o e e e e 98 9,834 121 12,726
NOMhEast ..ttt e e e e 64 9,348 87 12,551
West. ... .. e e e 83 11,022 63 6,908
Total affordable owned and managed . . .............. 245 30,204 271 32,185
Ownedbut not managed .. ........ .. ... ... . ...t 68 7,152 66 7,001
Property management . ........ ... ... ... .. ..., 36 3,228 41 3,573
ASSEt MANAGRIMENE . . . ..o ottt et e e 382 35,176 410 38,617

Total. . .o e 1,169 203,040 1,256 216,413

(1) As our portfolio changes due to property acquisitions and dispositions, we pericdically evaluate the organi-
zation of our regional operating centers, or ROCs. During 2006, we combined the Austin, TX and Dalias, TX
ROCs and added a ROC in New York, NY. )

(2) During 2007, we combined the Atlanta, GA and Tidewater, VA ROCs to form the Mid-Atiantic ROC.
(3) This management team is dedicated to the operations of certain properties being redeveloped.

At December 31, 2007, we owned an equity interest in and consolidated 657 properties containing 153,758
apartment units, which we refer to as “consolidated.” These consolidated properties contain, on average, 234
apartment units, with the largest property containing 2,877 apartment units. These properties offer residents a range
of amenities, including swimming pools, clubhouses, spas, fitness centers and tennis courts. Many of the apartment
units offer features such as vaulted ceilings, fireplaces, washer and dryer hook-ups, cable television, balconies and
patios. Additional information on our consolidated properties is contained in “Schedule III — Real Estate and
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Accumulated Depreciation™ in this Annual Report. At December 31, 2007, we held an equity interest in and did not
consolidate 94 properties containing 10,878 apartment units, which we refer to as “‘unconsolidated.” In addition, we
provided property management services for 36 properties containing 3,228 apartment units, and asset management
services for 382 properties containing 35,176 apartment vnits. In certain cases we may indirectly own generally less

than one percent of the operations of such properties through a partnership syndication or other fund.

Substantially all of our consolidated properties are encumbered by mortgage indebtedness. At December 31,
2007, our consolidated properties were encumbered by aggregate mortgage indebtedness totaling $6,281.7 million
having an aggregate weighted average interest rate of 5.86%. Such mortgage indebtedness was secured by 634
properties with a combined net book value of $9,203.7 million. Included in the 634 properties, we had a total of 33
mortgage loans on 47 properties, with an aggregate principal balance outstanding of $763.5 million, that were each
secured by property and cross-collateralized with certain (but not all} other mortgage loans within this group of
mortgage loans (see Note 6 of the consolidated financial statements in Item 8 for additional information about our
indebtedness).

Item 3. Legal Proceedings

See the information under the caption “‘Legal Matters” in Note 8 of the consolidated financial statements in
Item 8 for information regarding legal proceedings, which information is incorporated by reference in this ltem 3.

Item 4. Submission 'of Matters to a Vote of Security Holders

No matters were submitted to a vote of security holders during the fourth quarter of 2007.
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.o PART 11

Item 5. Market for the Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities

Our Common Stock has been listed and traded on the NYSE under the symbaol “AIV” since July 22, 1994, The.
following table sets forth the quarterly high and low sales prices of our Common Stock, as reported on the NYSE,
and the dividends declared in the periods indicated:

Dividends
Dividends Declared
. : Declared {per share,
Quarter Ended High(2) Low(2) (per share)  adjusted)(3)
2007 :
December 31, 2007(1). .. . ..o v e $49.15  $33.97 $3.11 $2.97
September 30,2007 ... . ... ..ol 51.62 38.65 0.60 - 0.57
June 30,2007 .. .. . 58.98 47.10 0.60 - 0.57
March'31, 2007, . ... .. 6579 3408 0.00 0.00
2006 '
December 31, 2006(4). .. ...............oo... $59.17  $52.63 $1.20 $L15
September 30,2006 ...................:.... 5496 43.67 0.60 0.57
June 30,2006 ...... e ... 4723 41.41 0.60 0.57
March 31,2006, ........ ... i 48.38 37.76 0.00 0.00

(1) On December 21, 2007, our Board of Directors declared a special dividend of $2.51 per common share that was
paid on January 30, 2008, to stockholders of record on December 31, 2007, This special dividend totaling
approximately $232.9 million was paid part in cash (approximately $55.0 million) and part in shares of
Common Stock (approximately $177.9 million, or 4,594,074 shares). Our Board of Directors declared the j
dividend during 2007 as a result of taxable gains from 2007 joint venture and property sales. Our Board of
Directors anticipates that quarterly dividend declarations for the remainder of 2008 will occur on a schedule and
in amounts consistent with 2007 (other than the special dividend). 2008 cash dividends at a $2.40 rate would be
an effective 4.95% increase from 2007 cash dividends due to additional shares issued to holders pursuant to the
special dividend.

{(2) High and low sales prices of our Common Stock have not been retroactively adjusted for the effect of additional
shares of Common Stock issued pursuant to the special dividend discussed in Note (1) above.

(3) Dividends declared per share have been retroactively adjusted for the effect of additional shares of Common
Stock issued pursuant to the special dividend discussed in Note (1} above, which amounted to an approximate
4.95% stock dividend based on the outstanding shares of Common Stock as of the record date.

(4) On December 19, 2006, our Board of Directors declared a quarterly cash dividend of $0.60 per common share
for the quarter ended December 31, 2006, that was paid on January 31, 2007, to stockholders of record on
December 31, 2006. Our Board of Directors declared the dividend during 2006 as a result of taxable gains from
2006 property sales.

On February 25, 2008, the closing price of our Common Stock was $37.32 per share, as reported on the NYSE,
and there were 91,736,837 shares of Common Stock outstanding, held by 3,728 stockholders of record. The number
of holders does not include individuals or entities who beneficially own shares but whose shares are held of record
by a broker or clearing agency, but does include each such broker or clearing agency as one recordholder.

As a REIT, we are required to distribute annually to holders of common stock at least %0% of our “real estate
investment -trust taxable income,” which, as defined by the Code and United States Department of Treasury
regulations, is generally equivalent to net taxable ordinary income. We measure our profitability through Economic
Income, which consists of cash dividends and changes in NAV, Future payment of dividends are at the discretion of
our Board of Directors and will depend on numerous factors including our financial condition, capital requirements,
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the annual distribution requirements under the provisions of the Code applicable to REITs and such other factors as
our Board of Directors deems relevant.

From time to time, we issue shares of Common Stock in exchange for common and preferred OP Units
tendered to the Aimco Operating Partnership for redemption in accordance with the terms and provisions of the
agreement of limited partnership of the Aimco Operating Partnership. Such shares are issued based on an exchange
ratio of one share for each common OP Unit or the applicable conversion ratio for preferred OP Units. The shares
are generally issued in exchange for OP Units in private transactions exempt from registration under the Securities
Act of 1933, as amended, pursuant to Section 4(2} thereof. During the three and twelve months ended December 31,
2007, approximately 1,000 and 493,000 shares of Common Stock were issued in exchange for common OP Units,
During the three and twelve months ended December 31, 2007, zero and 900 shares of Common Stock were.issued
in exchange for preferred OP Units, respectively.

The followinj table summarizes repurchases of our equity securities in the quarter ended December 31, 2007¢1}:

Total Number
Tatal Of Shares Maxitnum Number
Total Number Purchased of Shares that

Number Average of Shares Average As Part of Publicly May Yet Be

of Shares  Price Pald  Purchased Price Paid Announced Plans or Purchased Under
Fiscal period(2) Purchased  per.Share  (adjusted}  per Share (adjusted) Programs Plans or Programs (3}
October 1 — October 31, 2007. . . . . 0 NiA 0 NIA 0. 12,278,216
November 1 — November 30, 2007. . 2,083,400 $37.86 2,186,528 $36.07 2,083,400 10,154,816
December 1 — December 31, 2007 . . 1,951,400 36.67 2,047,994 3494 1,951,400 8243416
Towal ................. ... 4,034,800 $37.28 4,234,522 $35.52 4,034,800

(1) Qur Board of Directors has, from time to time, authorized us to repurchase shares of our outstanding capital
stock. As of December 31, 2007, we were authorized to repurchase approximately 8.2 million additional shares.
On January 29, 2008, our Board of Directors increased the number of shares authorized for repurchase by
25.0 million shares. This authorization has no expiration date. These repurchases may be made from time to
time in the open market or in privately negotiated transactions. Between January 1, 2008 and February 15, 2008,
we repurchased approximately 5.1 million shares of Common Stock for approximately $170.6 million, or
$33.67 per share.

(2) During the year ended December 31, 2007, we repurchased approximately 7.5 million shares of Common Stock
for approximately $325.8 million, or $43.70 per share, or 7.8 million shares for $41.86 per share, as adjusted for
the special dividend.

(3) The number of shares authorized for repurchase was not affected by the special dividend.

(4) Since we began repurchasing shares in the third quarter of 2006, we have repurchased approximately
14.8 million shares, or approximately 15.2% of the shares outstanding on July 31, 2006, at an average price
of $41.60, or 15.3 million shares for $40.40 per share, as adjusted for the special dividend.

Dividend Payments

Our Credit Agreement includes customary covenants, including a restriction on dividends and other restricted
payments, but permits dividends during any four consecutive fiscal quarters in an aggregate amount of up to 95% of
our Funds From Operations for such period or such amount as may be necessary to maintain our REIT status.

Performance Graph

The following graph compares cumulative total returns for our Common Stock, the Standard & Poor’s 500
Total Return Index (the “S&P 5007), the NASDAQ Composite, the SNL REIT Residential Index and the MSCIUS
REIT Index. The SNL REIT Residential Index was prepared by SNL Securities, an independent research and
publishing firm specializing in the collection and dissemination of data on the banking, thrift and financial services
industries. The MSCI US REIT Index is published by Morgan Stanley Capital International Inc., a provider of
equity indices. The indices are weighted for all companies that fit the definitional criteria of the particular index and
are calculated to exclude companies as they are acquired and add them to the index calculation as they become
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publicly traded companies. All companies of the definitional criteria in existence at the point in time presented are
included in the index calculations. The graph assumes the investment of $100 in our Common Stock and in each
index on December 31, 2002, and that all dividends paid have been reinvested. The historical information set forth

below is not necessarily indicative of future performance.

Total Return Performance
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For the Years Ended December 31,
Index 2002 2003 2004 2005 2006 2007
AINCO .« o e 100.00 100.18 12053 12800 198.63 137.52
NASDAQ Composite. .. .. ......cvveenenan. 100.00 150.01 162.89 165.13 180,85 198.60
SNL REIT Residential Index . ............... 100.00 12591 167.00 189.72 26540 199.09
MSCIUSREIT. ... i e i00.00 13674 179.80 201.61 274.03  227.95
S&PS00. . .o 100.00 128.68 142.69 14970 173.34 182.86

Source: (other than with respect to S&P 500) SNL Financial LC, Charloftesville, VA ©2008.

The Performance Graph will not be deemed to be incorporated by reference into any filing by the Company
under the Securities Act of 1933 or the Securities Exchange Act of 1934, except to the extent that the Company

specifically incorporates the same by reference.
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Item 6. Selected Financial Data

The following selected financtal data is based on our audited historical financial statements. This information
should be read in conjunction with such financial statements, including the notes thereto, and “Management’s
Discussion and Analysis of Financial Condition and Results of Operations™ included herein or in previous filings
with the Securities and Exchange Commission.

For the Years Ended December 31,
2007 2006(1) 2005(3) 2004(1} 2003(1)
(Pollar amounts in thousands, except per share data)

OPERATING DATA:

Total teVenUes. . . .o v $ 1,721,184 $ 1,601,705 § 1,345,692 $ 1,218,067 § 1,149,762
Total operating expenses .. .............. {1,373,926) (1,282440) (1,078,550) {946,796) (808,200)
Operating income .. .............c...... 347,258 319,265 267,142 271,271 341,562
Income {loss) from continuing operations. . . . . (48,054) (42,475) (24,095) 57,505 54,732
Income from discontinued operations, net. . . . . 77,965 219,262 95,077 205,949 104,125
Cumulative effect of change in accounting

prnciple . . ... ... . L —_ — — (3,957 —
Netincome. .. ....................... 29,911 176,787 70,982 263,497 158,857
Net income attributable to preferred

stockholders .. ........ ... . ... . ..., 66,016 81,132 87,948 88,804 93,565
Net income (loss) attributable to common

stockholders . .. ... ..., ... . c0iviiinn (36,105} 95,655 {16,966) 174,693 65,292
OTHER INFORMATION:
Total consolidated properties (end of period) . . 657 703 619 676 679
Total consolidated apartment units (end of

period) .. ... e 153,758 162,432 158,548 169,932 174,172
Total unconsolidated properties (end of peried) . . 94 102 264 330 44]
Total unconsolidated apartment units (end of

period) .. ... ... 10,878 11,791 35,269 44,728 62,823
Units managed (end of pertod)(2) ... ....... 38,404 42,190 46,667 49,074 50,565

Eamings (loss) per common share — basic(3):
Income (loss} from continuing operations
(net of income attributable to preferred

stockholders) . ................. ... $ (1.14) 3 (1.23) % (.14 % (0.32) % (0.40)
Net income (loss) attributable to common
stockholders. .. ................... $ (0.36) 3 095 % 017 s _ 179 3 0.67
Earnings (loss) per common share —
diluted(3):

Income (loss} from continuing operations
{net of income attributable to preferred

stockholders) . ................. ... 3 (1.14) $ (1.23) % (i1 $ 0.32) $ (0.40)
Net income (loss) attributable to common
stockholders. .. ... ... ........ .. § 0.36) % 095 % .17 $ .79 $ 0.67
Dividends declared per common share(3). . ... $ 411 § 229 % 286 § 229 % 271

BALANCE SHEET INFORMATION:
Real estate, net of accumulated depreciation. . . $ 9,348,692 $ 8758689 § 7.916,808 § 7,391,386 § 6,803,957

Total assets. ... ....covv i 10,606,532 10,289,775 10,019,160 10,074,316 10,087,394
Total indebtedness . . .. ................. 7,531,782 6,633,528 5,829,625 5,170,676 4,851,112
Stockholders™ equity . .................. 1,749,704 2,339,892 2,716,103 3,008,160 2,860,657

(1) Certain reclassifications have been made to conform to the 2007 presentation. These reclassifications primarily
represent presentation changes related to discontinued operations in accordance with Statement of Financial
Accounting Standards No. 144,

(2) The years ended 2007, 2006, 2005, 2004 and 2003 include 35,176, 38,617, 41,421, 41,233 and 39,428 units,
respectively, for which we provide asset management services only, although in certain cases we may indirectly own
generally less than one percent of the operations of such properties through a partnership syndication or other fund,

(3) Per share amounts for each of the periods presented have been retroactively adjusted for the effect of
4,573,735 shares of Common Stock issued on January 30, 2008, pursuant to the special dividend declared
by our Board of Directors on December 21, 2007 and paid to holders of record as of December 31, 2007 (see
Note 1 to the consolidated financial statements in Item 8 for further discussion of the special dividend}.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Executive Overview

We are a self—admmlstered and self-managed real estate investment trust, or REIT, engaged in the ownership,
acquisition, managemem and redevelopment of apartment properties. Qur property operations are characterized by
diversification of product, location and price point, As of December 31, 2007, we owned or managed 1,169
apartment properties containing 203,040 units tocated in 46 states, the District of Columbia and Puerto Rico. Our
primary sources of income and cash are rents associated with apartment leases.

The key financial indicators that we use in managing our business and in evaluating our financial condition and
operating performance arc: NAV; Funds From Operations, or FFO; FFO less spending for Capital Replacements, or
AFFO; same store property operating results; net operating income; net operating income less spending for Capital
Replacements, or Free Cash Flow; financial coverage ratios; and leverage as shown on our balance sheet. FFO and
Capital Replacement are defined and further described in the sections captioned “Funds From Operations™ and
“Capital Expenditures” below. The key macro-economic factors and non-financial indicators that affect our
financial condition and operating performance are: rates of job growth; single-family and multifamily housing
starts; and interest rates.

Because our operating results depend primarily on income from our properties, the supply and demand for
apartments influences our operating results. Additionally, the level of expenses required to operate and maintain our
properties, the pace and price at which we redevelop, acquire and dispose of our apartment properties, and the
volume and timing of fee transactions affect our operating results. Our cost of capital is affected by the conditions in
the capital and credit markets and the terms that we negotiate for our equity and debt financings.

QOur focus in 2007 has been to enhance operations to improve and sustain resident satisfaction; obtain rate and
occupancy increases to improve profitability; upgrade the quality of our portfolio through portfolio management,
capital replacement, capital improvement and redevelopment; increase efficiency through improved business
processes and automation; improve liquidity through balance sheet management; expand our asset management
business and transactions activity; and minimize our cost of capital. We believe that our efforts are having their
intended effect, and have resulted in positive operating results and built the foundation for improved long-term
operating results. These initiatives and others have also resulted in improved asset quality, and we will continue to
seek opportunities to reinvest in our properties through capital expenditures and to manage our portfolio through
property sales and acquisittons.

For 2008, our focus will continue to include the following: enhance operations to improve and sustain resident
satisfaction; obtain rate and occupancy increases to improve profitability; upgrade the quality of our pertfolio
through portfolio management, capital replacement, capital improvement and redevelopment; increase efficiency
through improved business processes and automation; improve balance sheet flexibility; expand the use of tax credit
equity to generate fees and finance redevelopment of affordable properties; and minimize our cost of capital.

The following discussion and analysis of the results of our operations and financial condition should be read in
conjunction with the accompanying financial statements’in Item 8.
Results of Operations
Overview
2007 compared to 2006

We reported net income of $29.9 million and net loss attributable to common stockholders of $36.1 million for
the year ended December 31, 2007, compared to net income of $176.8 million and net income atiributable to
common stockholders of $95.7 million for the year ended December 31, 2006, decreases of $146.9 million and
$131.8 million, respectively. These decreases were principally due to the following items, all of which are discussed
in further detail below:

* adecrease in income from discontinued operations, due prlmarlly to decreases in net gams on dispositions of
real estate;
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» an increase in interest expense, reflecting higher loan principal balances resulting from refinancings, share
repurchases and acquisitions; and

* an increase in depreciation and amortization expense.

The effects of these itemns on our operating results were partially offset by an increase in net operating income
associated with property operations, reflecting improved operations of our same store properties and other properties.

2006 compared 10 2005

We reported net income of $176.8 million and net income attributable to common stockholders of $93.7 million
for the year ended December 31, 2006, compared to net income of $71.0 million and net loss attributable to common
stockholders of $17.0 million for the year ended December 31, 2005, increases of $105.8 million and $112.7 million,
respectively. These increases were principally due to the following items, all of which are discussed in further detail
within this section:

* an increase in net operating income associated with property operations, reflecting improved operations of
our same store properties and other properties, and a large number of newly consolidated properties;

* an increase in income from discontinued operations, primarily related to higher net gains on dispositions of
real estate; and

» an increase in gain on disposition of unconsofidated real estate and other, including higher gains on sale of
land parcels. '

These increases were partially offset by:

» an increase in depreciation and amortization expense;

+ an increase in interest expense; and

* unfavorable changes in the effects of minority interests in our consolidated real estate i)annerships.

Our reporied operating results for 2006 were affected significantly by our adoption of EITF 04-3, as discussed
in Adoption of EITF 04-5 in Note 2 to the consolidated financial statements in Item 8. In accordance with the
requirements of EITF 04-5, we consolidated 156 previously unconsolidated entities as of January 1, 2006. The
consolidation of these entities contributed to increases in the reported amounts of certain revenue and expenses.

The following paragraphs discuss these and other items affecting the results of our operations in more detail.

Business Segment Operating Results

We have two reportable segments: real estate (owning, operating and redeveloping apartments) and asset
management (providing asset management and investment services). Our reportable segments changed in 2007 as a
result of the reorganization of certain departments and functions. These changes inciude a realignment of certain of
our property management services from the asset management segment to the real estate segment. In addition, the
asset management segment was expanded to include certain departments involved in asset acquisitions, dispo-
sitions, and other transactional activities. Prior to the reorganization, those departments were considered to be
general and administrative functions and were not associated with any operating segment.

‘Our chief operating decision maker is comprised of several members of our executive management téam who
use several generally accepted industry financial measures to assess the performance of the business, including
NAV, Free Cash Flow, net operating income, FFO, and AFFQ. The chief operating decision maker emphasizes net
operating income as a key measurement of segment profit or loss. Segment net operating income is generally
defined as segment revenues less direct segment operating expenses.

Real Estate Segment

Our real estate segment involves the ownership and operation of properties that generate rental and other
property-related income through the leasing of apartment units. Our real estate segment’s net operating income also
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includes income from property management services performed for unconsolidated partnerships and unrelated
parties.

The following table summarizes our real estate segment’s net operating income for the years ended
December 31, 2007, 2006 and 2005 (in thousands):

Year Ended December 31,

2007 2006 2005
Real estate segment revenues:
Rental and other property revenues. .. ............... $1,640,506  $1,540,500 $1,283.815
Property management revenues, primarily from affiliates. . 6,923 12,312 24,528

1,647,429 1,552,812 1,308,343
Real estate segment expenses:

Property operating expenses . . ............ ..., 768,457 709,694 599,208
Property management eXpenses . ................... 5,506 5,111 7,499

773,963 714,805 606,707
Real estate segment net operating income . .. .......... $ 873466 § 838,007 $ 701,636

Conventional Same Store Property Operating Results

Same store operating results is a key indicator we use to assess the performance of our property operations and
to understand the period over period operations of a consistent portfolio of properties. We define “consolidated
same store” properties as our conventional properties (i) that we manage, (i) in which our ownership interest
exceeds 10%, (iii) the operations of which have been stabilized, and (iv) that have not been sold or classified as held
for sale, in each case, throughout all periods presented. The following tables summarize the operations of our
consolidated conventional réntal property operations:

Year Ended December 31,

2007 2006 Change
Consolidated same SIOrE TEVEIUES . - . o« o v vr v eenrn e $1,110,079  $1,060,897 4.6%
Consolidated saime store expenses . . ... ..., .. 467,373 447,803 4.4%
Same store net operating income . . . ................ ... 642,706 613,094 4.8%
Reconciling items(1). ... ... ..o i s 230,760 224,913 2.6%
Real estate segment net operating income .. .............. $ 873466 § 838,007 4.2%
Same store opérating statistics:
Properties . .. ... ... ... .. . . 347 347
Apartment UNitS . ... ... ... e 103,629 103,629
Average physical occupancy ........ .. ... oL 94.7% 94.5% 0.2%
Average rentfuniVmonth ... ... ... L. .08 863 % 833 36%

(1) Reflects property revenues and property operating expenses related to consolidated properties other than same
store properties (e.g., affordable, acquisition, redevelopment and newly consolidated properties} and casualty
gains and losses. : -

For the year ended December 31, 2007, compared to the year ended December 31, 2006, consolidated same
store net operating income increased $29.6 million, or 4.8%. Revenues increased $49.2 million, or 4.6%, primarily
due to higher average rent (up $30 per unit) and a $9.0 million increase in utility reimbursements. Expenses
increased by $19.6 million, or 4.4%, primarily due to an $8.5 million increase in employee compensation and
related expenses, $3.0 million increases in each of marketing expense and contract service expense, a $2.5 million
increase in wtilities and a $2.4 million increase in property insurance expense.
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Year Ended December 31,

2006 2005 Change
Consolidated same store revenues . ... ...........v v anr.nn $960,887  $901,121 6.6%
Consolidated same store eXpenses. . .. .....vovvvnvnnnennn. 407,248 387,635 5.1%
Same store net operating income . ......... ..., 553,639 513,486 7.8%
Reconciling items(l) ... ... ... .. . .. i 284,368 188,150 51.1%
Real estate segment net operating income . .. ............ ... $838,007  $701,636 19.4%
Same store operating statistics:
Properties. . . .. .. o e 315 315
Apartment UNItS . .. ...t e i 95,227 95,227
Average physical occupancy ... ... ... i i, 94.5% 925%  2.0%
Average rentiunitymonth . ... L L L o oo $ 820 § 790 3.8%

(1) Reflects property revenues and property operating expenses related to consolidated properties other than same
store properties (e.g., affordable, acquisition, redevelopment and newly consolidated properties, including
those propetrties consolidated as a result of the adoption of EITF 04-5) and casualty gains and losses.

For the year ended December 31, 2006, compared to the year ended December 31, 2005, consolidated same
store net operating income increased $40.2 million, or 7.8%. Revenues increased $59.8 million, or 6.6%, primarily
due to higher occupancy (up 2.0%), higher averdge rent (up $30 per unit), and a $6.9 million increase in utility
reimbursements. Expenses increased by $19.6 million, or 5.1%, primarily due to a $5.9 million increase in
administrative expenses, a $5.8 million increase in real estate taxes, a $5.4 million increase in utilities and a
$3.8 million increase in insurance,

Asset Management Segment

_Our asset management segment includes activities related to our owned portfolio of properties as well as
services provided to affiliated partnerships. Within our owned portfolio, these activities include strategic capital
allocation decisions and portfolio management activities. We provide similar services to affiliated partnerships,
together with such other services as property management, asset management, financial management, accounting,
investor reporting, property debt financings, tax credit syndication, redevelopment and construction management.
The expenses of this segment consist primarily of the costs of departments that perform transactional activities and
assel management services. These activities are conducted in part by our taxable subs:cllanes and the related net
operating income may be subject to income taxes.

Transactions occur on varying timetables; thus, the income varies from period to period. We have affiliated real
estate partnerships for which we have identified a pipeline of transactional opportunities. As a result, we view
activity fees as a predictable part of our core business strategy. Asset management revenue is from the financial
management of partnerships, rather than management of day-to-day property operations. Assel management
revenue includes certain fees that were eamned in a prior petiod, but not recognized at that time because collectibility
was not reasonably assured. Those fees may be recognized in a subsequent period upon occurrence of a transaction
or a high level of the probability of occurrence of a transaction within twelve months, or improvement in operations
that generates sufficient cash to pay the fees.

The following table summarizes the net operating income from our asset management segment for the years
ended December 31, 2007, 2006 and 2005 (in thousands): '

Year Ended December 31,

2007 2006 2005
Activity fees and asset management revenues . .. .............. $73,755 348,893  $37.349
Activity and assel management eXpenses . ... ... ...t v e 23,102 17,342 19,316
Asset management segment net operating income . . .. .......... $50,653  $31,551 $18.033
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For the year ended December 31, 2007, compared to the year ended December 31, 2006, net operating income
from activity fees and assct management increased $19.1 million, or 60.5%. This increase is primarily attributable
to a $9.6 million increase in promote income, an $8.6 million increase in asset management fees and an increase of
$9.1 million in revenues associated with our affordable housing tax credit syndication business, including
syndication fees and other revenue eamed in connection with these arrangements. These increases were partially
offset by an increase in expenses and a decrease in other transaction fees.

For the year ended December 31, 2006, compared to the year ended December 31, 2005, net operating income
from activity fees and asset management increased $13.5 miltion, or 75.0%. This increase is'primarily attributable
to growth in our affordable housing tax credit syndication business, including a $4.3 million increase in syndication
fees and a $4.6 million increase in other revenue earned in connection with these arrangements, The increase also
reflects a $2.4 million increase in promote distributions from partnerships. '

Other Operating Expenses (Income)
Depreciation and Amortization

For the year ended December 31, 2007, compared to the year ended December 31, 2006, depreciation and
amortization increased $35.1 million, or 7.7%. This increase reflects depreciation of $23.7 million for newly
acquired properties, completed redevelopments and other capital projects recently placed in service. Depreciation
also increased by approximately $8.6 million as a result of depreciation adjustments necessary to reduce the
carrying amount of buildings and improvements to their estimated disposition value or to zero in connection with a
planned demolition (see Capital Expenditures and Related Depreciation in Note 2 to the consolidated financial
statements in Itermn’ 8).

For the year ended December 31, 2006, compared to the year ended December 31, 2005, depreciation and
amortization increased $80.2 million, or 21.5%. This increase was principally due to $31.0 million of depreciation
for newly consclidated properties, particularly properties that were consolidated in 2006 in connection with the
adoption of EITF 04-5 (see Adoption of EITF 04-5 in Note 2 to the consolidated financial statements in ftem 8) and
$44.4 million of depreciation related to assets recently placed in service, including acquired properties, redevel-
opment projects and other capital expenditures. Additionally, a $4.8 million increase resulted from a change
effective July 1, 2005 in estimated useful lives that apply to capitalized payroll and certain indirect costs (see
Capital Expenditures and Related Depreciation in Note 2 of the consolidated financial statements in Item 8).

General and Administrative Expenses

For the year ended December 31, 2007, compared to the year ended December 31, 2006, general and
administrative expenses decreased $0.9 million, or 1.0%. This decrease is primarily due to a reduction in variable
compensation, partially offset by an increase in salaries and benefits (net of capitalization) related to additional
redevelopment personnel and an increase in director compensation resulting from the addition of two new board
members.

| For the year, ended December 31, 2006, compared to the year ended December 31, 20035, general and

. administrative expenses increased $7.1 million, or 8.6%. This increase reflects a $9.6 million increase in employee

| compensation and related costs, including higher stock-based compensation and variable compensation based on

| achievement of established performance targets. The increase was partiatly offset by a $3.9 miilion decrease in
legal, audit and consulting expenses.

Other Expenses (Income), Net

Other expenses (income), net includes the income tax provision/benefit, franchise taxes, risk management
activities, partnership administration expenses and certain non-recurring items.

For the year ended December 31, 2007, compared to the year ended :‘December 31, 2006, other expenses
(income), net changed faverably by $7.6 million. The net favorable change reflects-an $8.7 million increase in
income tax benefits related to losses of our taxable subsidiaries, a $2.9 million charge recorded in 2006 related to the
valuation of the Hfgh Performance Units (see Note 10 to the consolidated financial statements in Item 8) and a
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$1.7 million charge for one-time benefits to certain employees terminated in 2006 that did not recur in 2007. Other
expenses (income), net for the year ended December 31, 2007, also includes $3.6 million related to the transfer of
certain property rights to an unrelated party. These favorable changes were partially offset by unfavorable changes
related our self insurance activities, including a $7.9 million increase in claims on our consolidated properties in
excess of reimbursements from third parties, and the settlement of certain litigation matters which resulied in a
$2.5 million unfavorable change during-the year ended December 31, 2007.

For the year ended December 31, 2006, compared 10 the year ended December 31, 2005, other expenses
(income), net changed unfavorabiy by $10.4 million. This decrease was primarily attributable to a $4.2 million
decrease in the income tax' benefit for our continuing operations, reflecting smaller losses .of our taxable
subsidiaries, an increase of $3.3 million in partnership expenses resulting from properties newly consolidated
in 2006, and a $2.9 million charge recorded in 2006 related to the valuation of the High Performance Units (see
Note 10 to the consolidated financial statements in Item 8).

Interest Income

Interest income consists primarily of interest on notes receivable from non-affiliates and unconsolidated real

estate partnerships, interest on. cash and restricted cash accounts, and accretion of discounts on certain notes
receivable from unconsolidated real estate partnerships. Transactions that result in accretion occur infrequently and
thus accretion income may vary from period to period.

For the year ended December 31, 2007, compared to the year ended December 31, 2006, interest income
increased $8.5 million, or 25.0%. This increase i$ primarily due to $5.9 million of interest income earned during
2007 on loans collateralized by properties in West Harlem in New York City, which were funded in November 2006,
and an increase in interest income earned on escrowed funds related to a tax exempt bond financing transaction and
certain property sales during 2007.

_For the year ended December 31, 2006, as compared to the year ended December 31, 2005, interest income
increased $2.6 million, or 8.1%. This increase reflects $8.0 million in ifiterest income on cash and restricted cash
balances of newly consolidated propertics, particularly properties consolidated as a result of adopting EITF 04:5 in
2006 (see Adoption of EITF 04-5 in Note 2 the consolidated financial statements in Item 8). The increase also
reflects a $4.6 million increase in interest income related to increased balances of notes receivable from non-
affiliates (see Note 5 to the consolidated financial statements in Item 8) and $4.2 million of accretion income in
connection with two property sales in 2006. These increases were largely offset by the elimination of $14.0 million
in interest income on notes receivable from real estate partnerships that .were consolidated in 2006 in connection
with the adoption of EITF 04-5.

Interest Expense

For the year ended December 31, 2007, compared to the year ended December 31, 2006, interest expense,
which includes the amortization of deferred financing costs, increased $30.7 million, or 7.8%. Interest on property
debt increased $33.8 million primarily due to higher balances resulting from refinancing activities and mortgage
loans on newly acquired properties, offset by lower weighted average rates. Corporate interest increased by
$3.1 million as a result of higher weighted average rates and a higher average balance during the year ended
December 31, 2007. These increases were partially offset by a $6.2 million increase in capltallzed interest related to
increased levels of redevelopment and entlt]ement activities.

For the year ended December 31, 2006 compared to the year ended December 31 2005, interest expense,
which includes the amortization of deferred financing costs, increased $60,7 million, or 18.4%. This increase
reflects $28.4 million in interest expense of newly consolidated propertles particularly those consolidated as a
result of adopting EITF 04-5 in 2006 (see Adoption of EITF 04-5 in Note 2 the consolidated financial statements in
Item 8). Additionally, interest expense on property debt increased by $33.9 million due to higher interest rates on
variable rate loans, higher average balances related to refinancings and acquisitions. Corporate interest increased by
$1.8 million as a result of higher weighted average rates and a higher average balance during the year ended
December 31, 2006. These increases were partially offset by a $6.8 million increase in capltahzed interest, related to
increased levels of redevelopment and entitlement activities.
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. Deficit Distributions to Minority Partners

When real estate-pa:tnerships that are consolidated in our financial statements disburse cash to partners in
excess of the carrying amount of the minority interest, we record a charge equal to the excess amount, even though
there is no economic effect or cost.

For the year ended December 31, 2007, compared to the year ended December 31, 2006, deficit distributions to
minority partners increased $18.3 million, or 88.2%. This increase reflects higher levels of distributions to minority
interests in 2007, including several large distributions in connection with debt refinancing transactions.

For the year ended December 31, 2006, compared to the year ended December 31, 2005, deficit distributions to
minority partners increased $9.3 million, or 80.8%. This increase reflects higher levels of distributions to minority
interests in 2006, including several large distributions in connection with debt refinancing transactions.

Gain on Dispositions of Unconsolidated Real Estate and QOther

Gain on dispositions of unconsolidated real estate and other includes our share of gains related to dispositions
of reai estate by unconsolidated real estate partnerships, gains on dispositions of land and other non-depreciable
assets and costs related to asset disposal activities. For the year ended December 31, 2007, gain on dispositions of
unconsolidated real estate and other also includes a gain on extinguishment of debt. Changes in the level of gains
recognized from period to period reflect the changing level of disposition activity from period to period.
Additionally, gains on propertics sold are determined on an individual property basis or in the aggregate for a
group of properties that are sold in a single transaction, and are not comparable period to period.

For the year ended December 31, 2007, compared to the year ended December 31, 2006, gain on dispositions
of unconsolidated real estate and other increased $4.9 million, or 18.4%. This increase is primarily related to a
$19.4 million gain on debt extinguishment related to seven properties in the VMS partnership (see Note 3 to the
consolidated financial statements in Item 8) and the recognition of $7.2 million of non-refundable fees and deposits
related to certain property transactions (see Note 3 to the consolidated financial statements in Item 8) in 2007
relative to net gains of $26.8 million during the year ended December 31, 2006, on the sale of parcels of land,
interests in unconsolidated real estate properties and an interest in an unconsolidated joint venture that owned and
operated several student housing properties.

For the year ended December 31, 2006, as compared to the year ended December 31, 2005, gain on
dispositions of unconsolidated real estate and other increased $9.7 million. This increase is primarily attributable to
an $11.0 million gain on the disposition of our interest in an unconsolidated joint venture that owned and operated
several student housing properties. '

Minority Interest in Consolidated Real Estate Partnerships '

Minority interest in consolidated real estate partnerships reflects minority partners’ share of operating resuits
of consolidated real estate partnerships. This generally includes the minority partners’ share of property man-
agement fees, interest on notes and other amounts eliminated in consolidation that we charge to such partnerships.
However, we generally do not recognize a benefit for the minority interest share of partnership losses for
partperships that have deficits in partners’ equity. '

For the year ended December 31, 2007, compared to the year ended December 31, 2006, minority interest in
consolidated real estate partnerships changed favorably by $10.3 million. This change is primarily attributable to
our revised accounting treatment for tax credit arrangements (see Tax Credit Arrangements in Note 2 to the
consolidated financial statements in Item 8)-which resulted in the reversal in 2006 of a previously recognized benefit
of $9.0 million for losses of tax credit partnerships that were allocated to minority interests in prior years, but which
are absorbed by us urider our revised accounting treatment. This favorable change was in addition io a net decrease
in the minority interest share of other real estate partnership losses.

For the year ended December 31, 2006, compared to the year ended December 31, 2005, minority interest in
consolidated real estate partnerships changed unfavorably by $17.2 million. This change is primarily attributable to
our recognition of $24.6 million for minority partners’ share of losses of partnerships with deficits in equity as a
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result of adopting EITF 04-5 in 2006 {see Adoption of EITF (4-5 in Note 2 to the consolidated financial statements
in Item 8). The change also reflects differences retated to our revised accounting treatment for tax credit
arrangeménts (see Tax Credit Arrangements in Note 2 to the consolidated firancial statements in Item &), including
(i) the reversal in 2006 of a previously recognized benefit of $9.0 million for losses of tax credit partnerships that
were allocated to minority interests in prior years, but which are absorbed by us under our revised accounting
treatment and (ii) a $6.7 million benefit recognized in 2005 for losses allocated to minority interests in tax credit
partnerships, while no comparable amount was recognized in 2006 under our revised accounting treatment. These
unfavorable changes were partially offset by a $23.1 million net increase in the minority interest share of other real
estate partnership losses.

Income from Discontinued Operations, Net

The results of operations for properties sold during the period or designated as held for sale at the end of the
period are generally required to be classified as discontinued operations for all periods presented. The components
of net earnings that are classified as discontinued operations include all property-related revenues and operating
expenses, depreciation expense recognized prior to the classification as held for sale, property-specific interest
expense and debt extinguishment gains and losses to the extent there is secured debt on the property, and any related
minority interest. In addition, any impairment losses on assets held for sale and the net gain or loss on the eventual
disposal of properties held for sale are reported in discontinued operations.

For the years ended December 31, 2007, 2006 and 2005, income from discontinued operations, net totaled
$78.0 million, $219.3 million and $95.1 million, respectively. The $141.3 million decrease in income from
discontinued operations from 2006 to 2007 was principally due to a $194.5 million decrease in gain on dispositions
of real estate, net of minority partners’ interests and a $19.5 million decrease in operating income, offset by a
$22.9 million decrease in interest expense, 2 $30.8 million favorable change in income tax arising from disposals
and a $22.9 million gain on extinguishment of debt related to mortgage loans secured by the eight VMS properties
sold to third parties during 2007 (see Note 3 to the consolidated financial statements in Item 8). The $124.2 million
increase in income from discontinued operations from 2005 to 2006 was principally due to a $155.0 million
increase in gain on dispositions of real estate, net of minority partners’ interests, a $26.4 million decrease in interest
expense and an impairment recovery of $0.4 million in 2006 versus an impairment charge of $3.8 million in 2005,
otfset by a $23.7 million decrease in operating income, a $28.4 million increase in income tax arising from disposals
and a $12.6 million increase in minority interest in the Aimco Operating Partnership.

During 2007, we sold 73 consolidated properties, resulting in a net gain on sale of approximately $63.2 million
(which is net of $2.1 million of related income taxes). Additionally, we recognized $0.1 million in impairment
recoveries on assets sold in 2007 and $0.4 million of net recoveries of deficit distributions to minority partners.
During 2006, we sold 77 consolidated properties and the South Tower of the Flamingo South Beach property,
resulting in a net gain on sale of approximately $226.9 million (which is net of $32.9 million of related income
taxes). Additionally, we recognized $0.4 million in impairment recoveries on assets sold in 2006 and $15.7 million
of net recoveries of deficit distributions to minority partners. During 2005, we sold 83 consolidated properties,
resulting in a net gain on sale of approximately $100.3 million (which is net of $4.5 miltion of related income taxes).
Additionally, we recognized $3.8 million in impairment losses on assets sold or held for sale in 2005 and
$14.5 miliion of net recoveries of deficit distributions to minority partners. For the years ended December 31, 2007,
2006 and 2005, income from discontinued operations includes the operating results of the properties sold during
these years as well the operating results of three properties classified as held for sale at December 31, 2007.

Changes in the level of gains recognized from period to peried reflect the changing level of our disposition
activity from period to period. Additionally, gains on properties sold are determined on an individual property basis or
in the aggregate for a group of properties that are sold in a single transaction, and are not comparable period to period
(see Note 13 of the consolidated financial statements in Ttem § for additional information on discoatinued operations).

Critical Accounting Policies and Estimates

We prepare our consolidated financial statements in accordance with accounting principles generally accepted in
the United States of America, or GAAP, which requires us to make estimates and assumptions. We believe that the
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following critical accounting policies involve our more significant judgments and estimates used in the preparation of
our consolidated financial statements.

Impairment of Long-Lived Assets

Real estate and other long-lived assets to be held and used are stated at cost, less accumulated depreciation and
amortization, unless the carrying amount of the asset is not recoverable. If events or circumstances indicate that the
carrying amount of a property may not be recoverable, we make an assessment of its recoverability by comparing
the carrying amount to our estimate of the undiscounted future cash flows, excluding interest charges, of the
property. If the carrying amount exceeds the aggregate undiscounted future cash flows, we recognize an impairment
loss to the extent the carrying amount exceeds the estimated fair value of the property.

From time to time, we have non-revenue producing properties that we hold for future redevelopment. We
assess the recoverability of the carrying amount of these redevelopment properties by comparing our estimate of
undiscounted future cash flows based on the expected service potential of the redevelopment property upon
completion to the carrying amount. In certain instances, we use a probability-weighted approach to determine our
estimate of undiscounted future cash flows when alternative courses of action are under consideration,

At December 31, 2007, we evaluated our Lincoln Place property in Venice, CA and determined that the
carrying amount of $189.3 million was recoverable based on our probability-weighted assessment of undiscounted
cash flows. Plans to develop Lincoln Place have been the subject of controversy and litigation, which reduces its
market value and may result in a future impairment.

Real estate investments are subject to varying degrees of risk. Several factors may adversely affect the
economic performance and value of our real estate investments. These factors include;

» the general economic climate;

competition from other apartment communities and other housing options;

* local conditions, such as loss of jobs or an increase in the supply of apartments, that might adversely affect
apartment occupancy or rental rates;

* changes in governmental regulations and the related cost of compliance;

* increases in operating costs (including real estate taxes) due to inflation and other factors, which may not be
offset by increased rents;

* changes in tax laws and housing laws, including the enactment of rent control laws or other laws regulating
multifamily housing;

» changes in market capitalization rates; and
= the relative illiquidity of such investments.

Any adverse changes in these and other factors could cause an impairment in our long-lived assets, including
real estate and investments in unconsolidated real estate partnerships. Based on periodic tests of recoverability of
long-lived assets, for the years ended December 31, 2007 and 2005, we recorded net impairment losses of
$6.6 million and $6.1 million, respectively, related to properties to be held and used. For the year ended
December 31, 2006, we recorded net recoveries of previously recorded impairment losses of $0.8 million.

Notes Receivable and Interest Income Recognition

Notes receivable from unconsolidated real estate partnerships consist primarily of notes receivable from
partnerships in which we are the general partner. Notes receivable from non-affiliates consists of notes receivable
from unrelated third parties. The ultimate repayment of these notes is subject to a number of variables, including the
performance and value of the underlying real estate and the claims of unaffiliated mortgage lenders. Our notes
receivable include loans extended by us that we carry at the face amount plus accrued interest, which we refer to as
“par value notes,” and loans extended by predecessors, some of whose positions we generally acquired at a discount,
which we refer to as “discounted notes.” :
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We record interest income on par value notes as earned in accordance with the terms of the related loan
agreements. We discontinue the accrual of interest on such notes when the notes are impaired, as discussed below, or
when there is otherwise significant uncertainty as to the collection of interest. We record income on such nonaccrual
loans using the cost recovery method, under which we apply cash receipts first to the recorded amount of the loan;
thereafter, any additional receipts are recognized as income.

We recognize interest income on discounted notes receivable based upon whether the amount and timing of
collections are both probable and reasonably estimable. We consider collections to be probable and reasonably
estimable when the borrower has entered into certain closed or pending transactions (which include real estate sales,
refinancings, foreclosures and rights offerings} that provide a reliable scurce of repayment. In such instances, we
recognize accretion income, on a prospective basis using the effective interest method over the estimated remaining
term of the loans, equal to the difference between the carrying amount of the discounted notes and the estimated
collectible value. We record income on all other discounted notes using the cost recovery method. Accretion income
recognized in any given period is based on our ability to complete transactions to monetize the notes receivable and
the difference between the carrying value and the estimated collectible value of the notes; therefore, accretion
income varies on a period by period basis and could be lower or higher than in prior perieds.

Allowance for Losses on Notes Receivable

We assess the collectibility of notes receivable on a periodic basis, which assessment consists primarily of an
evaluation of cash flow projections of the borrower to determine whether estimated cash flows are sufficient to
repay principal and interest in accordance with the contractual terms of the note. We recognize impairments on
notes receivable when it is probable that principal and interest will not be received in accordance with the
contractual terms of the loan. The amount of the impairment to be recognized generally is based on the fair value of
the partnership’s real estate that represents the primary source of loan repayment. In certain instances where other
sources of cash flow are available 10 repay the loan, the impairment is measured by discounting the estimated cash
flows at the loan’s original effective interest rate.

During the years ended December 31, 2007 and 2006, we recorded net provisions for losses on notes receivable
of $4.0 million and $2.8 million, respectively, and during the year ended December 31, 2005, we recorded net
recoveries of previously recorded provisions for losses on notes receivable of $1.4 million, We will continue to
evaluate the collectibility of these notes, and we will adjust related allowances in the future due to changes in market
conditions and other factors.

Capitalized Costs

We capitalize costs, including certain indirect costs, incurred in connection with our capital expenditure
activities, including redevelopment and construction projects, other tangible property improvements, and replace-
ments of existing property components. Included in these capitalized costs are payroll costs associated with time
spent by site employees in connection with the planning, execution and control of all capital expenditure activities
at the property level. We characterize as “indirect costs” an allocation of certain department costs, including payroll,
at the regional operating center and corporate levels that clearly relate to capital expenditure activities. We
capitalize interest, property taxes and insurance during periods in which redevelopment and construction projects
are in progress. Costs incurred in connection with capital expenditure activities are capitalized where the costs of
the improvements or replacements exceed $250. We charge to expense as incurred costs that do not relate to capital
expenditure activities, including ordinary repairs, maintenance, resident turnover costs and general and admin-
istrative expenses (see Capital Expenditures and Related Depreciation in Note 2 to the consolidated financial
statements in Itemn 8).

For the years ended December 31, 2007, 2006 and 2003, for continuing and discontinued operations, we
capitalized $30.8 million, $24.7 million and $18.1 million, respectively, of interest costs, and $78.1 million,

$66.2 million and $53.3 million, respectively, of site payroll and indirect costs, respectively.
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Funds From Operations

FFO is a non-GAAP financial measure that we believe, when considered with the financial statements determined
in accordance with GAAP, is helpful to investors in understanding our performance because it captures features particular
to reat estate performance by recognizing that real estate generally appreciates over time or maintains residual value toa
much greater extent than do other depreciable assets such as machinery, computers or other personal property. The Board
of Governors of the National Association of Real Estate Investment Trusts, or NAREIT, defines FFO as net income
(loss), computed in accordance with GAAP, excluding gains from sales of depreciable property, plus depreciation and
amortization, and after adjustments for unconsolidated partnerships and joint ventures. Adjustments for unconsolidated
partnerships and joint ventures are calculated to reflect FFO on the same basis. We compute FFO for all periods presented
in accordance with the guidance set forth by NAREIT's April 1, 2002, White Paper, which we refer to as the White Paper.
We calculate FFO (diluted) by subtracting redemption related preferred stock issuance costs and dividends on preferred
stock and adding back dividends/distributions on dilutive preferred securities and interest expense on dilutive man-
datorily redeemable convertible preferred securities. FFO should not be considered an alternative to net income or net
cash flows from operating activities, as determined in accordance with GAAP, as an indication of cur performance oras a
measure of liquidity. FFO is not necessarily indicative of cash available to fund future cash needs. In addition, although
FFO is a measure used for comparability in assessing the performance of real estate investment trusts, there can be no
assurance that our basis for computing FFO is comparable with that of other real estate investment trusts.

For the years ended December 31, 2007, 2006 and 2005, our FFO is calculated as follows (in thousands):

) 2007 2006 2005

Net income (Joss) attributable to common stockholders(1) ... .................. $(36,105) % 95655 § (16,966)
Adjustments: -

Depreciation and amortization(2} .. ... .. .. i e 487,822 452,741 372,526

Depreciation and amortization related to non-real estate assets. . . ................ (21,258) (25,511) (29,496)

Depreciation of rental property related to minority partners and unconsolidated

enliles(3 (4], . (32,150) (1.314) (8,13D)

Depreciation of rental property related to minority partners’ interest — adjustment(5) . . . — 7.377 —

Gain on dispositions of unconsolidated real estate andother . . ... ............... (31,777) (26.,845) {17,152)

Gain on dispositions of non-depreciable assets and debt extinguishment gain . . .. .. ... 26,702 11,526 2,480

Deficit distributions to minority partners(6). . . . .. .. ... . i e 39,150 20,802 11,505

Discontinued operations: .

Gain on dispositions of real estate, net of minority partners’ interest(3). . ... ........ (65,378  (259,855)  (104,807)

Depreciation of rental property, net of minority partners’ interest(3)(4) . ............ (8,385 35,487 63,083

Recovery of deficit distributions to minority partners, net(6) . . .. ................ (390) (15,724) (14,493)

Income tax arising fromdisposals . . ... ... . ... L e 2,135 32,918 4,481
Minority interest in Aimco Operating Partnership’s share of above adjustments . . . ... ... (36,830) (21,720 (28,382)
Preferred stock dividends . . .. ... ... L. 63,381 74,284 86,825
Preferred stock redemption related costs .. .. ... ... 2,635 6,848 1,123
Funds From OQperations . . . .. ... .. .. ... . it i e $389,552 % 380,668 § 322,596
Preferred stock dividends . .. .. ... ... . . . s ... (63,381 (74,284) (86,825)
Preferred stock redemption related costs . . ..o o (2,635) (6,848) (1,123)
Dividends/distributions on dilutive preferred securities . . .. ... ... ... ... L. ... 1,875 202 168
Funds From Operations attributable to common stockholders — diluted . . . . ... .. .. $325411  $299,738 § 234816
Weighted average number of common shares, common share equivalents and dilutive

preferred securities outstanding(8):

Common shares and equivalents(7) . .. ....... .. e 102,017 103,161 98,996

Dilutive preferred securities . . .. ... ... . e e 609 75 78

T 102,626 103,236 99,074

Notes:
{1) Represents the numerator for earnings per common share, calculated in accordance with GAAP.

(2) Includes amortization of management contracts where we are the general partner. Such management contracts
were established in certain instances where we acquired a general partner interest in either a consolidated or an
unconsolidated partnership. Because the recoverability of these management contracts depends primarily on
the operations of the real estate owned by the limited partnerships, we believe it is consistent with the White
Paper to add back such amortization, as the White Paper directs the add-back of amortization of assets uniquely
significant to the real estate industry.
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(3) “Minority partners’ interest,” means minority interest in our consolidated real estate partnerships.

(4) Adjustments related to minority partners' share of depreciation of rental property for the year ended
- December 31, 2007, include the subtraction of $15.1 million and $17.8 million for continuing operations
and discontinued operations, respectively, related to the VMS debt extinguishment gains (see Note 3 to the
consolidated financial statements in Item 8). These subtractions are required because we added back the
minority partners’ share of depreciation related to rental property in determining FFO in prior periods.
Accordingly, the net effect of the VMS debt extinguishment gains on our FFO for the year ended December 31,
2007, was an increase of $9.3 million ($8.4 million after Minority Interest in Aimco Operating Partnership).

(5) Represents prior period depreciation of certain tax credit redevelopment properties that Aimco included in an
adjustment to minority interest in reaf estate partnerships for the year ended December 31, 2006 (see Tax Credit
Arrangements in Note 2 1o the consolidated financial statements in Item 8). This prior period depreciation is
added back to determine FFO in accordance with the NAREIT White Paper.

(6) In accordance with GAAP, deficit distributtons to minority partners are charges recognized in our income
statement when cash is disiributcd 10 a non-controlling partner in a consolidated real estate partnership in
excess of the positive balance in such partner’s capital account, which is classified as minority interest on our
balance sheet. We record these charges for GAAP purposes even though there is no economic effect or cost.
Deficit distributions to minority partners occur when the fair value of the underlying real estate exceeds its
depreciated net book value because the undertying real estate has appreciated or maintained its value. As a
result, the recognition of expense for deficit distributions to minority partners represents, in substance, either
{a) our recognition of depreciation previously allocated to the non-controlling partner or (b) a payment related
to the non-controlling partner’s share of real estate appreciation. Based on White Paper guidance that requires
real estate depreciation and gains to be excluded from FFO, we add back deficit distributions and subtract
related recoveries in our reconciliation of net income to FFO,

{7) Represents the denominator for earnings per common share — diluted, calculated in accordance with GAAP,
plus additional common share equivalents that are dilutive for FFO.

(8) Weighted average common shares, common share equivalents and dilutive preferred securities amounts for the
periods presented have been retroactively adjusted for the effect of 4,573,735 shares of Common Stock issued
pursuant to the special dividend discussed in Note 1 to the consclidated financial statements in Itemn 8.

Liquidity and Capital Resources

Liquidity is the ability to meet present and future financial obligations either through the sale or maturity of existing
assets or by the acquisition of additional funds through working capital management. Both the coordination of asset and
liability maturities and effective working capital management are important to the maintenance of liquidity. Qur primary
source of liquidity is cash flow from our operations. Additional sources are proceeds from propenty sales and proceeds .
from refinancings of existing mortgage loans and borrowings under new mortgage loans.

Our principal uses for liquidity include normal operating activities, payments of principal and interest on
outstanding debt, capital expenditures, dividends paid to stockholders and distributions paid to partners, repurchases
of shares of our Common Stock, and acquisitions of, and investments in, properties. We use our cash and cash equivalents
and our cash provided by operating activities to meet short-term liquidity needs. In the event that our cash and cash
equivalents and cur cash provided by operating activities is not sufficient to cover our short-term liquidity demands, we
have additional means, such as short-term borrowing availability and proceeds from property sales and refinancings, 10
help us meet our short-term liquidity demands. We use our revolving credit facility for general corporate purposes and o
fund investments on an interim basis. We expect to meet our long-term liquidity requirements, such as debt maturities
and property acquisitions, through long-term borrowings, both secured and unsecured, the issuance of debt or equity
securities (including OP Units), the sale of properties and cash generated from operations.

At December 31, 2007, we had $210.5 million in cash and cash equivalents, a decrease of $19.4 million from
December 31, 2006. At December 31, 2007, we had $319.0 million of restricted cash, primarily consisting of
reserves and escrows held by lenders for bond sinking funds, capital expenditures, property taxes and insurance. In
addition, cash, cash equivalents and restricted cash are held by partnerships that are not presented on a consolidated
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basis. The following discussion relates to changes in cash due to operating, investing and financing activities, which
are presented in our consolidated statements of cash flows in Item 8.

Operating Activities

For the year ended December 31, 2007, our net cash provided by operating activities of $465.5 million was
primarily from operating income from our consolidated properties, which is affected primarily by rental rates,
occupancy levels and operating expenses related to our portfolio of properties. Cash provided by operating activities
decreased $53.4 million compared with the year ended December 31, 2006, driven by cash from changes in
operating assets and liabilities of $12.6 million in 2007 compared to $65.7 million in 2006,

Investing Activities

For the year ended December 31, 2007, our net cash used in investing activities of $271.6 million primarily
resulted from investments in our existing real estate assets through capital spending as well as the acquisition of 16
properties and purchases of interests in real estate partnerships (see Note 3 to the consolidated financial statements
in Item 8 for further information on acquisitions), partially offset by proceeds received from the sales of properties
and the sales of partnership interests.

Although we hold all of our properties for investment, we sell properties when they do not meet our investment
criteria or are located in areas that we believe do not justify our continued investment when compared to alternative
uses for our capital. During the year ended December 31, 2007, we sold 73 consolidated properties for an aggregate
sales price of $493.5 million, generating proceéds totaling $431.9 million after the payment of transaction costs and
the buyers’ assumption of debt. Sales proceeds were used to repay property level debt, repay borrowings under our
revolving credit facility, repurchase shares of our Common Stock and for other corporate purposes.

We are currently marketing for sale certain properties that are inconsistent with our long-term investment
strategy. Additionally, from time to time, we may market certain properties that are consistent with our long-term
investment strategy but offer attractive returns. We plan to use our share of the net proceeds from such dispositions
to reduce debt, fund capital expenditures on existing assets, fund property and partnership acquisitions, repurchase
shares of our Common Stock, and for other operating needs and corporate purposes.

Capital Expenditures

We classify all capital spending as Capitat Replacements (which we refer to as CR), Capital Improvements
(which we refer to as CI), casualties, redevelopment or entitlement. Expenditures other than casualty, redevel-
opment and entitlement capital expenditures are apportioned between CR and CI based on the useful life of the
capital item under consideration and the period we have owned the property.

*CR represents the share of capital expenditures that are deemed to replace the portion of acquired capital assets
that was consumed during the period we have owned the asset. CI represents the share of expenditures that are made
to enhance the value, profitability or useful life of an asset as compared to its original purchase condition. CR and Cl
excludes capital expenditures for casualties, redevelopment and entitiemenis. Casualty expenditures represent
capitalized costs incurred in connection with casualty losses and are assoctated with the restoration of the asset. A
portion of the restoration costs may be reimbursed by insurance carriers subject to deductibles associated with each
loss. Redevelopment expenditures represent expenditures that substantially upgrade the property. Entitlement
expenditures represent costs incurred in connection with obtaining local governmental approvals to increase density
and add residential units to a site. For the year ended December 31, 2007, we spent a total of $102.6 million,
$123.7 million, $12.7 million, $352.8 million and $26.3 million on CR, CI, casualties, redevelopment and
entitlement, respectively.

The table below details our share of actual spending, on both consolidated and unconsolidated real estate
partnerships, for CR, CI, casualties, redevelopment and entitlements for the year ended December 31, 2007, on a
total dollar basis, Per unit numbers for CR and CI are based on approximately 132,862 average units for the year
including 115,046 conventional units and 17,817 affordable units. Average units are weighted for the portion of the
period that we owned an interest in the property, represent ownership-adjusted effective units, and exclude non-
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managed units. Total capital expenditures are reconciled to our consolidated statement of cash flows for the same
period (in thousands, except per unit amounts).

Aimco’s Share of

Expenditures Per Effective Unit

Capital Replacements Detail:
Building and grounds . .. . ... ... .. .. . e $ 43,579 3328
Turnover related . . ... ... L 45,635 343
Capitalized site payroll and indirect costs .. ......... ... ... ....... 13,398 101
Our share of Capital Replacements .. ......... ... . ... .oiiun... $102,612 $772
Capital Replacements:
Conventional . . ... ... ... . . i i e e $ 95,329 $829
Affordable . ... ... . ... e 7,283 $409
Our share of Capital Replacements . . ............. ... .. ... .. ... 102,612 $772
Capital Improvements: ‘
Conventional .. ........ ..ttt e e 113,977 $991
Affordable . .. ... i 9,684 $544
Our share of Capital Improvements . . . . . . P 123,661 $931
Casualties:
Conventional .. ... ... ... . e 11,404
Affordable . ... ... L e 1,313
Our share of casualties . . ...... ... ... ...t 12,717
Redevelopment:
Conventional projects . .. ....... ... . . i e e 290,898
Tax credit projects . . ... . i e e e 61,919
Our share of redevelopment ... ........ .. ... ..., 352,817
Entitlement . . ... .. ... ... ... e 26,304
Our share of capital expenditures .. ......... .. ... ... .......... 618,111

Plus minority partners’ share of consolidated spending . . .. .......... 72,358

Less our share of unconsolidated spending. ... ................... (750
Total capital expenditures per consolidated statement of cash flows .. .. .. $689,719

Included in the above spending for Cl, casualties, redevelopment and entitlement, was approximately
$68.1 million of our share of capitalized site payroll and indirect costs related to these activities for the year
ended December 31, 2007.

We funded all of the above capital expenditures with cash provided by operating activities, working capital,
property sales and borrowings under our Credit Facility, as discussed below.

Financing Activities

For the year ended December 31, 2007, net cash used in financing activities of $213.3 million primarily related
to repayments of property loans, distributions to minority interests, payment of common and preferred dividends,
repurchases of Common Stock and redemption of the Class W Cumulative Convertible Preferred Stock. Proceeds
from property loans and stock option exercises partially offset the cash outflow.

Mortgage Debt

At December 3¢, 2007 and 2006, we had $7.0 billion and $6.3 billion, respectively, in consolidated mortgage
debt outstanding, which included $11.6 million and $239.2 million, respectively, of mortgage debt classified within
liabilities related to assets held for sale. During the year ended December 31, 2007, we refinanced or closed
mortgage loans on 144 consolidated properties generating $1,795.5 million of proceeds from borrowings with a
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weighted average interest rate of 6.09%. Our share of the net proceeds after repayment of existing debt, payment of
transaction costs and distributions to limited partners, was $864.2 million. We used these total net proceeds for
capital expenditures and other corporate purposes, We intend to continue to refinance mortgage debt to generate
proceeds in amounts exceeding our scheduled amortizations and maturities, generally not to increase loan-to-value,
but as a means to monetize asset appreciation.

Credit Facility

We have an Amended and Restated Senior Secured Credit Agreement with a syndicate of financial institutions,
which we refer to as the Credit Agreement.

During the year ended December 31, 2007, we amended various terms in our Credit Agreement which
included (i) an increase in aggregate commitments; (ii) a modification of the capitalization rate used in the
calculation of certain financial covenants; (iii) a modification to permit proceeds of loans under the Credit
Agreement to be used to repurchase equity interests of the borrowers, including our Common Stock, and provide
that the purchase of such equity interests is not restricted as long as no default or event of default under the Credit
Apgreement exists; and (iv) elimination of the limitation on incurrence of indebtedness that is pari passu with the
Credit Agreement.

The Credit Agreement was expanded from total commitments of $850.0 million to $1.125 billion. Prior to the
amendments, the Credit Agreement was comprised of $400.0 million in term loans and $450.0 million of revolving
loan commitments. In connection with the amendments, we obtained an additional term loan of $75.0 million with a
one year term and pricing equal to LIBOR plus 1.375%, or a base rate at our option, and additional revolving loan
commitments totaling $200.0 million with the same maturity and pricing as the existing revolving loan commit-
ments. We may extend the $75.0 miltion term loan for one year, subject to the satisfaction of certain conditions
including the payment of a 12,5 basis point fee on the amount of the term loan then outstanding. We are also
permitted to increase the aggregate commitments (which may be revolving or term loan commitments) by an
amount not to exceed $175.0 million, subject to receipt of commitments from lenders and other customary
conditions.

At December 31, 2007, the term loans had an outstanding principal balance of $475.0 million and a weighted
average interest rate of 6.38%. At December 31, 2007, the revolving loan commitments were $650.0 miltion and
had no outstanding principal balance. The amount available under the revolving loan commitments at December 31,
2007, was $606.5 million (after giving effect to $43.5 million outstanding for undrawn letters of credit issued under
the revolving loan commitments).

Equity Transactions

On December 21, 2007, our Board of Directors declared a special dividend of $2.51 per share payable on
January 30, 2008 to holders of record of our Common Stock on December 31, 2007. Stockholders had the option to
elect to receive payment of the special dividend in cash, shares or a combination of cash and shares, except that the
aggregate amount of cash payable to all stockholders in the special dividend was limited to $55.0 million plus cash
paid in lieu of fractional shares. The special dividend, totaling $232.9 million, was paid on 92,795,891 shares issued
and outstanding on the record date, which included 416,140 shares held by certain of our consolidated subsidiaries.
Approximately $177.9 miliion of the special dividend was paid through the issuance of 4,594,074 shares of
Common Stock (including 20,339 shares issued to consolidated subsidiaries holding our shares), which was
determined based on the average closing price of our Common Stock on January 23-24, 2008, or $38.71 per share.

After elimination of the effect of shares held by consolidated subsidiaries, the special dividend totaled
$231.9 million. Approximately $177.1 million of the special dividend was paid through the issuance of
4,573,735 shares of Common Stock (excluding 20,339 shares issued to our consclidated subsidiaries) to holders
of 92,379,751 shares of our Common Stock on the record date (excluding 416,140 shares held by certain of our
consolidated subsidiaries), representing an increase of approximately 4.95% to the then outstanding shares. The
effect of the issuance of additional shares of Common Stock pursuant to the special dividend has been retroactively
reflected in each of the historical periods presented as if those shares were issued and outstanding at the beginning of
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the earliest period presented; accordingly all activity including share issuances, repurchases and forfeitures have
been adjusted to reflect the 4.95% increase in the number of shares, except in limited instances where noted.

During the year ended December 31, 2007, we redeemed all outstanding shares of our privately held 8.1%
Class W Cumulative Convertible Preferred Stock for an aggregate redemption price of approximately $102.0 million,
excluding accrued and unpaid dividends through the date of redemption (see Preferred Stock in Note 11 to the
consolidated financial statements in Item 8 for additional information about our preferred stock transactions during
2007).

Under our shelf registration statement, as of December 31, 2007, we had available for issuance approximately
$877.0 million of debt and equity securitics and the Aimco Operating Partnership had available for issuance
$500.0 million of debt securities. At January 30, 2008, following the issuance of additional shares of Common
Stock pursuant to the special dividend discussed above, we had available for issuance approximately $699.1 million
of debt and equity securities.

Our Board of Directors has, from time to time, authorized us to repurchase shares of our outstanding capital
stock. During the year ended December 31, 2007, we repurchased approximately 7.5 million shares of Common
Stock (7.8 million shares after the effect of the special dividend) for approximately $325.8 million. As of
December 31, 2007, we were authorized to repurchase approximately 8.2 million additional shares of our Commeon
Stock under an authorization that has no expiration date. On January 29, 2008, our Beard of Directors increased the
number of shares authorized for repurchase by 25.0 million shares. Between January 1, 2008 and February 15, 2008,
we repurchased approximately 5.1 million shares of Common Stock for approximately $170.6 million, or $33.67
per share. Future repurchases may be made from time to time in the open market or in privately negotiated
transactions.

Contractual Obligations

This table summarizes information contained elsewhere in this Annual Report regarding payments due under
contractual obligations and commitments as of December 31, 2007 (amounts in thousands):

Less than 1-3 3-5 More than
Total One Year Years Years 5 Years

Scheduled long-term debt maturities. . .. $7,056,782  $455776  $1,170,581 § 983,860 34,446,565
Term loans .. ... e 475,000 — 75,000 400,000 —
Redevelopment and other construction

commitments . . ................. 151,953 145,552 6,401 — —
Leases for space occupied . .......... 39,668 9,001 13,766 10,214 6,687
Other obligations{1)................ 6,200 6,200 — — —
Total . ....... ... ... ... $7,729.603  $616,529  $1,265,748  $1,394,074  $4,453,252

(1) Represents a commitment to fund $6.2 million in second mortgage loans on certain properties in West Harlem,
New York City.

In addition, we may enter into commitments to purchase goods and services in connection with the operations
of our properties. Those commitments generally have terms of one year or less and reflect expenditure levels
comparable to our historical expenditures.

Future Capital Needs

In addition to the items set forth in “Contractual Obligations™ above, we expect to fund any future acquisitions,
additional redevelopment projects and capital improvements principally with proceeds from property sales
(including tax-free exchange proceeds), short-term borrowings, debt and equity financing (including tax credit
equity) and operating cash flows. '
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In 2008, we expect to invest between $250.0 and $300.0 million in conventional redevelopment projects and
we expect to invest approximately $72.0 million in affordable redevelopment projects, predominantly funded by
third-party tax credit equity.

Off-Balance Sheet Arrangements

We own general and limited partner interests in unconsolidated real estate partnerships, in which our total
ownership interests range typically from less than 1% up to 50%. However, based on the provisions of the relevant
partnership agreements, we are not deemed to be the primary beneficiary or to have control of these partnerships
sufficient to require or permit consolidation for accounting purposes (see Note 2 of the consolidated financial
statements in Item 8). There are no lines of credit, side agreements, or any other derivative financial instruments
related to or between our unconsolidated real estate partnerships and us and no material exposure to financial
guarantees. Accordingly, our maximum risk of loss related to these unconsolidated real estate partnerships is
limited to the aggregate carrying amount of our investment in the unconsolidated real estate partnerships and any
outstanding notes receivable as reported in our consolidated financial statements {see Note 4 of the consolidated
financial statements in {tem 8 for additional information about our investments in unconsolidated real estate
partnerships).

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

Our primary market risk exposure relates to changes in interest rates. We are not subject to any foreign
currency exchange rate risk or commodity price risk, or any other material market rate or price risks, We use
predominantly long-term, fixed-rate non-recourse mortgage debt in order to avoid the refunding and repricing risks
of short-term borrowings. We use short-term debt financing and working capital primarily to fund short-term uses
and acquisitions and generally expect to refinance such borrowings with cash from operating activities, property
sales proceeds, long-term debt or equity financings.

We had $1,754.4 million of floating rate debt outstanding at December 31, 2007. Of the total floating rate debt,
the major components were floating rate tax-exempt bond financing ($698.4 million}, floating rate secured notes
(8$572.5 million), and term loans ($475.0 million). Historically, changes in tax-exempt interest rates have been at a
ratio of less than 1:1 with changes in taxable interest rates. Floating rate tax-exempt bond financing is benchmarked
against the SIFMA rate (previously the Bond Market Association index), which since 1981 has averaged 68% of the
30-day LIBOR rate. If this relationship continues, an increase in 30-day LIBOR of 1.0% (0.68% in tax-exempt
interest rates} would result in our income before minority interests and cash flows being reduced by $15.3 million on
an annual basis. This would be offset by variable rate interest income earned on certain assets, including cash and
cash equivalents and notes receivable, as well as interest that is capitalized on a portion of this variable rate debt
incurred in connection with our redevelopment activities. Considering these offsets, the same increase in 30-day
LIBOR would result in our income before minority interests and cash flows being reduced by $6.5 million on an
annual basis. Comparatively, if 30-day LIBOR had increased by 1% in 2006, our income before minerity interests
and cash flows, after considering such offsets would have been reduced by $8.5 million on an annua! basis. The
potential reduction of income before minority interests was higher in 2007 as compared to 2006 primarily due to
higher floating rate balances resulting from refinancing of certain fixed rate mortgages and increases in our use of
total rate of return swaps to effectively convert higher fixed rate debt to Jower variable rates benchmarked against
the BMA index (see Note 2 to the consolidated financial statements in Item 8 for further discussion of total rate of
return swaps). ‘

We believe that the fair values of our floating rate secured tax-exempt bond debt and floating rate secured long-
term debt as of December 31, 2007, approximate their carrying values. The fair value for our fixed-rate debt
agreements was estimated based on the market rate for debt with the same or similar terms. The combined carrying
amount of our fixed-rate secured tax-exempt bonds and fixed-rate secured notes payable at December 31, 2007 was
$5.7 bitlion compared to the estimated fair value of $5.8 billion (see Note 2 to the consolidated financial statements
in Item &), If market rates for our fixed-rate debt were higher by 1%, the estimated fair value of our fixed-rate debt
would have decreased from $5.8 billion to $5.5 billion. If market rates for our fixed-rate debt were lower by 1%, the
estimated fair valve of our fixed-rate debt would have increased from $5.8 billion to $6.1 billion.
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Item 8. Financial Statements and Supplementary Data

The independent registered public accounting firm's report, consolidated financial statements and schedule
listed in the accompanying index are filed as part of this report and incorporated herein by this reference. See “Index
to Financial Statements” on page F-1 of this Annual Report.

Item 9. Changes in and Disagreements With Accountants on Accounting and Financial Disclosure

None.
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Item 9A. Confrols and Procedures
Disclosure Controls and Procedures

Our management, with the participation of our chief executive officer and chief financial officer, has evaluated
the effectiveness of our disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the
Securities Exchange Act of 1934, as amended (the “Exchange Act”)) as of the end of the period covered by this
report. Based on such eValuation, our chief executive officer and chief financial officer have concluded that, as of
the end of such period, our disclosure controls and procedures are effective.

Management’s Report on Internal Control Over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial
reporting. Internal control over financial reporting is defined in Rule 13a-15(f) and 15d-15(f) under the Exchange
Act as a process designed by, or under the supervision of, our principal executive and principal financial officers and
effected by our Board of Directors, management and other personnel to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles and includes those policies and procedures that:

« pertain to the maintenance of records that in reasonable detail accurately and fairly reflect the transactions
and dispositions of assets;

+ provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and that receipts and expenditures
are being made only in accordance with authorizations of our management and directors; and

* provide reasonable assurance regarding prevention.or timely detection of unauthorized acquisition, use or
disposition of assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Projections of any evaluation of effectiveness to future periods are subject to the risks that controls
may become inadequate because of changes in conditions, or that the degree of compliance with the policies or
procedures may deteriorate.

Management assessed the effectiveness of our internal control over financial reporting as of December 31,
2007. In making this assessment, management used the criteria set forth by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO) in Internal Control-Integrated Framework.

Based on their assessment, management concluded that, as of December 31, 2007, our internal control over
financial reporting is effective.

Our independent registered public accounting firm has issued an attestation report on our internal control over
financial reporting.
Changes in Internal Control over Financial Reporting

There have been no significant changes in our internal control over financial reporting (as defined in
Rules 13a-15(f) and 15d-15(f)) under the Exchange Act) during fourth quarter 2(K)7 that have materially affected,
or are reasonably likely to materially affect, our internal control over financial reporting.

40




Report of Independent Registered Public Accounting Firm

Stockholders and Board of Directors Apartment Investment and Management Company

We have audited Apartment Investment and Management Company’s (the “Company”) internal control over
financial reporting as of December 31, 2007, based on criteria established in Internal Control — Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (the COSO
criteria). The Company’s management is responsible for maintaining effective internal control over financial
reporting, and for its assessment of the effectiveness of internal control over financial reporting included in the
accompanying Management’s Report on Internal Control Over Financial Reporting. Qur responsibilily is to express
an opinion on the Company'’s internal control over financial reporting based on our audii.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether effective internal control over financial reporting was maintained in all material respects. Our audit
included obtaining an understanding of internal control over financial reporting, assessing the risk that a material
weakness exists, testing and evalvating the design and operating effectiveness of internal control based on the
assessed risk, and performing such other procedures as we considered necessary in the circumstances. We believe
that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s
assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

In our opinicn, Apartment Investment and Management Company maintained, in all material respects,
effective internal control over financial reporting as of December 31, 2007, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consclidated balance sheets of Apartment Investment and Management Company as of
December 31, 2007 and December 31, 2006, and the related consolidated statements of income, stockholders’
equity, and cash flows for each of the three years in the period ended December 31, 2007, and our report dated
February 29, 2008 expressed an unqualified opinion thereon.

/s/  EgnsT & Young LLP

Denver, Colorado
February 29, 2008
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Item 9YB. Other Information

None.

PART IIf

Item 10. Directors, Executive Officers and Corporate Governance

The information required by this item is presented under the captions “Board of Directors and Officers,
“Corporate Governance Matters — Code of Ethics,” “Other Matters — Section 16(a} Beneficial Ownership
Reporting Compliance,” “Corporate Governance Matters — Nominating and Corporate Governance Committee,”
“Corporate Governance Matters — Audit Committee,” and “Corporate Governance Matters — Audit Committee
Financia! Expert” in the proxy statement for our 2008 annual meeting of stockholders and is incorporated herein by
reference.

Item 11. Executive Compensation

The information required by this item is presented under the captions “Compensation Discussion and
Analysis,” “Compensation and Human Resources Committee Report to Stockholders,” “Summary Compensation
Table,” “Grants of Plan-Based Awards in 2007,” “Outstanding Equity Awards at Fiscal Year End 2007,” “Option
Exercises and Stock Vested,” “Potential Payments Upon Termination or Change in Control,” and “Corporate
Governance Matters — Director Compensation” in the proxy statement for our 2008 annual meeting of stock-

holders and is incorporated herein by reference.
Item 12. Security Ownership-of Certain Beneficial Owners and Management and Related Stockholder
Matters

The information required by this item is presented under the captions “Security Ownership of Certain
Beneficial Owners and Management” and “Securities Authorized for Issuance Under Equity Compensation Plans”
in the proxy statement for our 2008 annual meeting of stockholders and is incorporated herein by reference.

Item 13. Certain Relationships and Related Transactions, and Director Independence

The information required by this item is presented under the caption “Certain Relationships and Related
Transactions” and “Corporate Governance Matters — Independence of Directors™ in the proxy statement for our
2008 annual meeting of stockholders and is incorporated herein by reference.

Hem 14. Principal Accountant Fees and Services

The information required by this item is presented under the caption “Principal Accountant Fees and Services”
in the proxy statement for our 2008 annual meeting of stockholders and is incorporated herein by reference.
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PART IV

Item 15. Exhkibits and Financial Statement Schedules

{a)(1) The financial statements listed in the Index to Financial Statements on Page F-1 of this report are filed as
part of this report and incorporated herein by reference.

(a)(2) The financia! statement schedule tisted in the Index to Financial Statements on Page F-1 of this report is
filed as part of this report and incorporated herein by reference.

(a)(3) The Exhibit Index is incorporated herein by reference.

Exhibit No.

31

3.2

10.1

10.2

10.3

10.4

10.5

10.6

INDEX TO EXHIBITS (1)(2)

Description

Charter (Exhibit 3.1 to Aimco’s Quarterly Report on Form 10-Q for the quarterly period ended June 30,
2006, is incorporated herein by thi.s reference)

Bylaws (Exhibit 3.2 to Aimco’s Quarterly Report on Form 10-Q for the quarterly period ended June 30,
2007, is incorporated herein by this reference)

Fourth Amended and Restated Agreement of Limited Partnership of AIMCO Properties, L.P., dated as of
July 29, 1994, as amended and restated as of February 28, 2007 (Exhibit 10.1 to Aimco’s Annual Report
on Form 10-K for the year ended December 31, 2006, is incorporated herein by this reference)

First Amendment to Fourth Amended and Restated Agreement of Limited Partnership of AIMCO
Properties, L.P., dated as of December 31, 2007 (Exhibit 10.1 to Aimco’s Current Report on Form 8-K,
dated December 31, 2007, is incorporated herein by this reference)

Amended and Restated Secured Credit Agreement, dated as of November 2, 2004, by and among Aimco,
AIMCO Properties, L.P., AIMCO/Bethesda Holdings, Inc., and NHP Management Company as the
borrowers and Bank of America, N.A., Keybank National Association, and the Lenders listed therein
(Exhibit 4.1 to Aimco’s Quarterly Report on Form 10-Q for the quarterly period ended September 30,
2004, is incorporated herein by this reference)

First Amendment to Amended and Restated Secured Credit Agreement, dated as of June 16, 2005, by and
among Aimco, AIMCO Properties, L.P., AIMCO/Bethesda Holdings, Inc., and NHP Management
Company as the borrowers and Bank of America, N.A., Keybank National Association, and the Lenders
listed therein (Exhibit 10.1 to Aimco’s Current Report on Form 8-K, dated June 16, 2005, is incorporated
herein by this reference)

Second Amendment to Amended and Restated Senior Secured Credit Agreement, dated as of March 22,
2006, by and among Aimco, AIMCO Properties, L.P.,, and AIMCO/Bethesda Holdings, Inc., as the
borrowers, and Bank of America, N.A., Keybank National Association, and the lenders listed therein
(Exhibit 10.1 to Aimco’s Current Report on Form 10-K, dated March 22, 2006, is incorporated herein by
this reference)

Third Amendment to Senior Secured Credit Agreement, dated as of August 31, 2007, by and among
Apartment Investment and Management Company, AIMCO Properties, L.P., and AIMCO/Bethesda
Holdings, Inc., as the Borrowers, the pledgors and guarantors named therein, Bank of America, N.A., as
administrative agent and Bank of America, N.A., Keybank National Association and the other lenders
listed therein (Exhibit 10.1 10 Aimco’s Current Report on Form 8-K, dated August 31, 2007, is
incorporated herein by this reference)

43




Exhibit No.
10.7

10.8

10.9

10.10

10.11

10.12

10.13

10.14

10.15

10.16

10.17

10.18

23.1
311

312

Desériplion

Fourth Amendment to Senior Secured Credit Agreement, dated as of September 14, 2007, by and among
Apartment Investment and Management Company, AIMCO Properties, L.P., and AIMCO/Bethesda
Holdings, Inc., as the Borrowers, the pledgors and guarantors named therein, Bank of America, N.A., as
administrative agent and Bank of America, N.A., Keybank National Association and the other lenders
listed therein (Exhibit 10.1 to Aimco’s Current Report on Form 8-K, dated September 14, 2007, is
incorporated herein by this reference) |

Master Indemnification Agreement, dated December 3, 2001, by and among Apartment Investment and
Management Company, AIMCO Properties, L.P.,, XYZ Holdings LLC, and the other parties signatory
thereto (Exhibit 2.3 to Aimco’s Current Report on Form 8-K, filed December 6, 2001, is incorporated
herein by this reference)

Tax Indemnification and Contest Agreement, dated December 3, 2001, by and among Apartment .
Investment and Management Company, National Partnership Investments, Corp., and XYZ Holdings
LL.C and the other parties signatory thereto (Exhibit 2.4 to Aimco’s Current Report on Form 8-K, filed
December 6, 2001, is incorporated herein by this reference)

Limited Liability Company Agreement of AIMCO JV Portfolio #1, LLC dated as of December 30, 2003
by and among AIMCO BRE 1, LLC, AIMCO BRE II, LLC and SRV-AJVP#1, LLC (Exhibit 10.54 to
Aimco’s Annual Report on Form 10-K for the year ended December 31, 2003, is incorporated herein by
this reference)

Employment Contract executed on July 29, 1994 by and between AIMCO Properties, L.P. and Terry
Considine (Exhibit 10.44C to Aimco’s Anaval Report on Form 10-K for the year ended December 31,
1994, is incorporated herein by this reference)*

Apartment Investment and Management Company 1997 Stock Award and Incentive Pian (October 1999)
(Exhibit 10.26 to Aimco’s Annual Report on Form 10-K for the year ended December 31, 1999, is
incorporated herein by this reference}*

Form of Restricted Stock Agreement {1997 Stock Award and Incentive Plan) (Exhibit 10.11 to Aimco’s
Quarterly Report on Form 10-Q for the quarterly period ended September 30, 1997, is incorporated
herein by this reference)*

Form of Incentive Stock Option Agreement (1997 Stock Award and Incentive Plan) (Exhibit 10.42 1o
Aimco’s Annual Report on Form 10-K for the year ended December 31, 1998, is incorporated herein by
this reference)*

2007 Stock Award and Incentive Plan (incorporated by reference to Appendix A to Aimco’s Proxy
Statement on Schedule 14A filed with the Securities and Exchange Commission on March 20, 2007)*

Form of Restricted Stock Agreement (Exhibit 10.2 to Aimco’s Current Report on Form 8-K, dated
April 30, 2007, is incorporated herein by this reference)*

Form of Non-Qualified Stock Option Agreement (Exhibit 10.3 to Aimco’s Currént Report on Form 8-K,
dated April 30, 2007, is incorporated herein by this reference)*

2007 Employee Stock Purchase Plan (incorporated by reference to Appendix B to Aimco’s Proxy
Statement on Schedule 14A filed with the Securities and Exchange Commission on March 20, 2007)*

List of Subsidiaries
Consent of Independent Registered Public Accounting Firm

Certification of Chief Executive Officer pursuant to Securities Exchange Act Rules 13a-14(a)/15d-14(a),
as Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

Certification of Chief Financial Officer pursuant to Securities Exchange Act Rules 13a-14{a)/15d-14(a),
as Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
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Exhibit No. Description

32.1  Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-
Oxley Act of 2002

322  Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-
Oxley Act of 2002

99.1  Agreement re: disclosure of long-term debt instruments

(1) Schedule and supplemental materials to the exhibits have been omitted but will be provided to the Securities
and Exchange Commmission upen request.

(2) The file reference number for all exhibits is 001-13232, and all such exhibits remain available pursuant to the
Records Control Schedule of the Securities and Exchange Commission.

* Management contract or compensatory plan or arrangement
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

K

APARTMENT INVESTMENT AND
MANAGEMENT COMPANY

/s/ Terry CONSIDINE

Terry Considine
Chairman of the Board,
Chief Executive Officer and President

Date: February 29, 2008

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the registrant and in the capacities and on the dates indicated.

Signature Title Date

/s/  TerrY CONSIDINE Chairman of the Board, Chief Executive February 29, 2008
Terry Considine Officer and President

(principal executive officer)
fs/  Tuomas M. HErzoG Executive Vice President and Chief February 29, 2008
Thomas M. Herzog Financial Officer

{principal financial officer)
Is/ Scort W. ForDHAM Senior Vice President and Chief February 29, 2008
Scott W. Fordham Accounting Officer

{principal accounting officer)
/s/ James N. BalLEy Director February 29, 2008
James N. Bailey
/s/  RicrarD S. ELLwooD Director February 29, 2008
Richard S. Ellwood ‘
/s/ Tuomas L. KELTNER Director February 29, 2008
Thomas L. Keltner
fs/ J. LANDIS MARTIN ' Director February 29, 2008
J. Landis Martin
/s/  ROBERT A. MILLER Director February 29, 2008

Robert A, Miller

/s/ TnHomas L. RHoDES Director February 29, 2008
Thomas L. Rhodes

/s/ MIcHAEL A. STEIN Director February 29, 2008
Michael A. Stein
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Stockholders and Board of Directors Apartment Investment and Management Company

We have audited the accompanying consolidated balance sheets of Apartment Investment and Management
Company (the “Company”) as of December 31, 2007 and 2006, and the related consolidated statements of income,
stockholders’ equity and cash flows for each of the three years in the period ended December 31, 2007. Our audits
also included the financial statement schedule listed in the accompanying Index to Financial Statements. These
financial statements and schedule are the responsibility of the Company’s management. Qur responmblhty is to
express an opinion on these financial statements and schedule based on our audits.

‘We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supperting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
consolidated financial position of Apartment Investment and Management Company at December 31, 2007
and 2006, and the consolidated results of its operations and its cash flows for each of the three years in the period
ended December 31, 2007, in conformity with United States generally accepted accounting principles. Also, in our
opinion, the related financial statement schedule, when considered in relation to the basic financial statements taken
as a whole, presents fairly, in all material respects the information set forth therein.

As discussed in Note 2 to the consolidated financial statements, in 2006 the Company adopted the provisions
of Emerging Issues Task Force Issue 04-5, Determining Whether a General Partner, or the General Partners as a
Group, Controls a Limited Partnership or Similar Entity When the Limited Partners Have Certain Rights.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
{United States), Apartment Investment and Management Company’s internal control over financial reporting as of
December 31, 2007, based on criteria established in Internal Control — Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission and our report dated February 29, 2008
expressed an unqualified opinion thereon.

/s/  ERNST & YOUNG LLP

Denver, Colorado
February 29, 2008




APARTMENT INVESTMENT AND MANAGEMENT COMPANY

CONSOLIDATED BALANCE SHEETS
As of December 31, 2007 and 2006
(In thousands, except share data)

2007 2006
ASSETS
Real estate:
Buildings and improvements . .. ... ... ... L $ 9724669 $ 9,105,284
Land. . . e e e e e e e 2,659,265 2,355,497
Total real estate . ... ... ot e e e 12,383,934 11,460,781
Less accumulated depreciation. . . ... ... .. ... . . i i (3,035,242) (2,702,092)
Netreal estate . . . ..ottt e it it e et et e e e, 9,348,692 8,758,689
Cashand cashequivalents. .. ... ... .. ... . . i 210,461 229,824
Restricted cash . . ..o i i i e e e e 318,959 346,029
Accounts receivable, net ... ... .. ... e e e 71,463 87,166
Accounts receivable from affiliates, net . . . ... ... .. . ... i e, 34,958 19,370
Deferred financing COSES . . . . ... oottt i e 79,923 70,418
Notes receivable from unconsolidated real estate partnerships, net .. ......... 35,186 40,641
Notes receivable from non-affiliates, net ... ... ... ... e ... 143,054 139,352
Investment in unconsolidated real estate partnerships . . .. ................. 117,217 39,000
L0101 T T3 - J O 207,857 202,759
Deferred income 1ax assets, Met. . . .ot vttt vttt te v e et e e e 14,426 —_
Assets held for sale. . ... vttt e e e e 24,336 356,527
TOtAl ASSEES &« « v v v et e e e et e e e e e e e $10,606,532  $10,289,775
LIABILITIES AND STOCKHOLDERS’ EQUITY
Property tax-exempt bond financing .. ......... ... .. o $ 941,555 S 926,952
Property loans payable . . ... ... ... .. ... e 6,040,170 5,098,916
Term oans . .. oo e e e e e e 475,000 400,000
Credit facility . . ... . oot e e e e — 140,000
Other bOmOWINgS . . - . .. .. e 75,057 67,660
Total indebtedness . . . .. ... i e e e 7,531,782 6,633,528
Accounts payable . . .. ... ... e 56,792 54,972
Accrued liabilities and Other . .. .. ... it 449 485 409,990
Deferred INCOME . . .. .ottt i e i e e ittt ea e 202,392 142,260
Security deposits. . . ... ... e e 49,469 42,401
Deferred income tax liabilities, net .. ... .o it i i e L _— 4,379
Liabilities related to assets held forsale .......... ... .. oo, 11,867 264,757
Total Habilities. . . .. oottt it ettt e e 8,301,787 7,552,287
Minority interest in consolidated real estate partnerships . ................. 441,778 212,149
Minority interest in Aimco Operating Partnership . ... ... .. ... ... ... ... 113,263 185,447
Commitments and contingencies (Note 8)
Stockholders’ equity:
Preferred Stock, perpetual . .. ... ... ... 723,500 723,500
Preferred Stock, convertible. . . .. ... ... .. e e — 100,000
Class A Common Stock, $.01 par value, 426,157,736 shares authorized,

96,130,586 and 101,614,954 shares issued and outstanding, at December 31,

2007 and 2000, respectively. . ... ... . e 961 1,016
Additional paid-incapital . ... ... ... e 3,049,417 3,272,496
Notes due on common stock purchases . ............ .. ... ... ..... ... (5,441} (4,714)
Distributions in excess of earnings. . .. ....... ... .. . i (2,018,733) (1,752,406)

Total stockholders’ equity. . .. ... ... ... . i e 1,749,704 2,339,892
Total liabilities and stockholders” equity . . ........ ... .. .. ........ $10,606,532  $10,28%,775

See notes to consolidated financial statements.
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APARTMENT INVESTMENT AND MANAGEMENT COMPANY

CONSOLIDATED STATEMENTS OF INCOME
For the Years Ended December 31, 2007, 2006 and 2005

(In thousands, except per share data)

2007 2006 2005
REVENUES: .
Rental and other property revenues . . .. ... ... ... .. .. . e $1,640,506  $1,540,500  $1,283,815
Property management revenues, primarily from affiliates. . . . .................. 6,923 12,312 24,528
Activity fees and asset management TEVEMUES . ...ttt 73,755 48,893 37,349
Total LEVEMUES . . o ot vttt e et ettt e et ettt b e 1,721,184 1,601,705 1,345,692
OPERATING EXPENSES:
Property operating @Xpenses . . . . .ttt i e e e 168,457 709,694 599,208
Property management €XPENSES. . . . . ..o vttt i n e e 5,506 5,111 7,499
Activity and assel MANAZEMENt EXPENSES . . . v v o v vttt e e 23,102 17,342 19,316
Depreciation and amortization .. .. ...... ... ... i i 487,822 452,741 372,526
General and administralive Xpenses . . ... ... ..ottt it e e 89,251 90,149 83.012
Other expenses (INCOME), NEL . . . . . ...ttt t o i e it i i aan s 212) 7,403 (3,011)
Total operating €XPenses . . . . . ottt e 1,373,926 1,282,440 1,078,550
Operating INCOME . . .. . oLt i e e e 347,258 319,265 267,142
Interest INCOMMIE. & . . o it it et e e e e e 42,539 34,043 31,489
Recovery of (provision for) losses on notes receivable, net . .. ................. (3,951 {2,785) 1,365
INterest EXPeISE « . v v vt v e e e e (422,130) (391,465) (330,717)
Deficit distributions to mMinority Pamtners. . . ...« .. ..ottt e e {39.150) (20,802) (11,505)
Equity in losses of unconsolidated real estate partnerships. . . .................. 27 (2,070) (3,139)
Real estate impairment (losses) recoveries, met . .. ...t et i {6.638) 813 (6,120)
Gain on dispositions of unconsolidated real estate and other . .. ...... . ......... 31,777 26,845 17,152
Loss before minority interests and discontinued operations . . . ................. (50,572) (36,156) {34.333)
Minority interests:
Minority interest in consolidated real estate partnerships . ... ... ........... (2,036) (12,338) 4,820
Minority interest in Aimco Operating Partnership, preferred . ... ......... ... (7.128) (7.153) (7.226)
Minority interest in Aimco Operating Partnership, common .. .............. 11,682 13,172 12,644
Total minority iMlerests-. . . ... .. ..ttt e 2,518 (6,319) 10,238
Loss from continuing Operations . . . .. ...t ittt e, (48,054) (42,475) (24,095)
Income from discontinued operations, net. . . ... ... ... . . . L. i e 77,965 219,262 95,077
Netincome . ...coovevvvnennn. .. e 29,911 176,787 70,982
Net income attributable to preferred stockholdess. . ... ... ... .. L 66,016 81,132 87,948
Net income (loss) attributable to common stockholders. .. ... .. ... ... ... .. ... $ (36,105) % 95635 $ (16,966)
Earnings (loss) per common share -— basic:
Loss from continuing operations (net of preferred dividends) . . ............... 3 (1.14y & (123) % (1.14)
Income from discontinued operations . . ... ... . e (.78 2.18 0.97
Net income (loss) attributable to common stockholders . .. .................. 3 0.36) § 095 % (0.17)
Earnings (loss) per common share — diluted:
Loss from continuing operations (net of preferred dividends) .. ............... ] (1.14)y § (1.23) 3 (1.14)
Income from discontinued operations . . .. . ....... . ... o i 0.78 2.18 0.97
Net income (loss) attributable to common stockholders . ... ................. $ (0.36) § 095 % 0.17)
Weighted average common shares outstanding. . . . .......... ... ... .. ... .., 99,629 100,280 98,397
Weighted average common shares and equivalents outstanding. . . . .............. 99,629 100,280 98,397
Dividends declared per common share . . . ... ... ... ... ... e $ " 411 $ 229 % 2.86

See notes to consolidated financial statements.
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APARTMENT INVESTMENT AND MANAGEMENT COMPANY
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

For the Years Ended December 31, 2007, 2006 and 2005

Balances at December 31, 2004 (before special
dividend) . .. .. ... .. ... ... L

Common Stock issued pursuant to special dividend
(Note 1) ... o e

Balances at December 31, 2084 (after special
dividend) . . .. ...... ... ... ... .. .......
Redemption of Preferred Stock
Redemption of Aimco Operating Partnership units for
CommonStock. . .......................
Preferred Stock issuance costs . .. ... ... ...
Repayment of notes receivable from officers . . . ... ..
Officer and employee stock awards and purchases, net. .
Stock options exercised . .. ...
Purchase of Oxford wamants . , .. ..............
Common Stock issued as consideration for acquisition
of interest inreal estate. . . . ................
Amonization of stock option and restricted stock
COMPENSAtioN COSE. .+« oo v e oot as
Netincome. ... i e e e
Common Stock dividends . . . .................
Preferred Stock dividends. . ..................

Balances at December 31,2005 . .. ... ... ......
Cumulative effect of change in accounting principle —
adoption of EITF (4-5
Issuance of 200 shares of CRA Preferred Stock . . .. ..
Redemption of Preferred Stock .. ..............
Redemption of Aimco Operating Partnership units for
Common Stock. - . ..o e i
Repurchases of Common Stock . .. ..... ... ...
Repayment of notes receivable from officers . . . .. ...
Officer and employee stock awards and purchases, net. .
Stock options exercised . .. ...
Excess income tax benefits related to stock-based
compensation and other. . .. ................
Common Stock issued as consideration for acquisition
of interest inreal estate, . . .. ...............
Amontization of stock option and restricted stock
COMPEnsation €ost. .. ..o v v v v vn e i s
Netincome. . .. ... v i et s
Common Stock dividends . . .. ................
Preferred Stock dividends . . . .. ... ...........

Balances at December 31,2006 . . ..., .........
Redemption of Preferred Stock ... .............
Cumulative effect of change in accounting principle —
adoption of FIN 48
Redemption of Aimco Operating Paninership units for
Common Stock. .. .. ... ... ... . ..,
Repayment of notes receivable from officers . .. .. ...
Officer and employee stock awards and purchases, net. .
Stock options exercised . ... ... ...
Repurchases of Common Stock .. .. ........ .. ..
Amortization of stock option and restricted stock
COMPENSAUON COSL. .+« o v v e i et e e e
Reversal of excess income tax benefits related to stock-
based compensation and other. . . .. ...........
Netincome. .. .........co v inenn.n..

(In thousands)

Notes
Class A Due on
Preferred Stock Common Stock  sqgitional  Common  Distributions
Shares Shares Paid-in Stock in Excess of
Issued Amount Issued Amount Capitzal Purchases Earnings Total
39575 $1,041,500 94,854 § 949  $3,050,333  $(36,725) $(1.047.897) $3,008,160
— — 4,698 47 177,067 — (177,114) —
39,575 1,041,500 99,552 996 3,222,400 (36,725) (1,225.011) 3,008,160
(1,250) (31,250) — — 1,123 — (1.123) (31,250}
— — 447 16,890 — — 16,894
— — - - (409) — - (409)
— — —_ — —_ 12,255 —_ 12,255
— — 398 4 2,219 (1,441) _— 782
— — 68 — 2315 — —_ 2315
— — — — (1,050) — — (1,050}
- — 8 — 310 — — 310
— — - — G975 - — 9,975
— — — — — — 70,982 70,982
— — — — — —_ (284,254) (284,254)
_ — — — — — (38,607) (88,607)
38,325 1,010,250 100473 1,004 3,258,773 (25911) {1,528,013) 2,716,103
—_ — —_ —_ — — (75,012) (75,012}
— 100,060 — — (2,509) — — 97,491
(11.470) (286,750) — — §.848 — (6,848) (286,750)
— -— 104 1 4,560 — _ 4,561
— — (2,415) 24) (120,235) — —_ (120,259}
— — — — —_ 21,344 — 21,844
— — 479 5 678 (647) 36
— — 2,966 30 107,574 — — 107,604
— — — — 454 — — 454
-— — 8 P 479 — —_ 479
- — —_ -— 15.874 — — 15,874
— — —_ — — — 176,787 176,787
— — — — — — (232,185) . (232,185)
- — — — — _ (37.135) (87.135)
26,855 823,500 101,615 1,016 3,272,496 (4,714) (1,752,406} 2,339,892
(1,905} (100,000) — — 635 — (2.635) (102,000)
—_ — — — —_ — {764) (764)
—_ — 494 5 27,848 — — 27,853
—_ — — — —_ 1,659 — 1,659
—_ — 330 3 2,555 (2,386} — 172
— — 1,473 15 53,704 — —_ 53,119
—_ — {7,781) (78) (325,744} — — (325,822)
— — _— — 19,224 — - 19,224
— — _— — (1,301) — - (1,301)
—_ — — — — — 29911 29,911
— — — — —_ — (228,022) {228,022)
— — — — —_— — (64,817) (64,817)
24950 § 723,500 86,131 $ 91 $3.049417 8 (5441) $(2,018,733) $1,749,704

See notes to consolidated financial statements.
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APARTMENT INVESTMENT AND MANAGEMENT COMPANY

CONSOLIDATED STATEMENTS OF CASH FLOWS
For the Years Ended December 31, 2007, 2006 and 2005

(In thousands)

CASH FLOWS FROM OPERATING ACTIVITIES:
Net INCOMIE . . . . e e e

Adjustments to recencile net income to net cash provided by operating
aclivities:
Depreciation and amortization ... .......... ... ... .. .. e
Deficit distributions to minority partners . .. ......................
Equity in losses of unconsolidated real estate partnerships . . ...........
Real estate impairment losses (recoveries), net . . .. .. ..., ..., ... .c....
Gain on dispositions of unconsolidated real estate and other. . ... .... ...
Deferred income tax provision (benefit). . . . ... ... ................
Minority interest in consolidated real estate partnerships . .............
Minority interest in Aimco Operating Partnership . . .................
Stock-based compensation expense .. . ... ... o,
Amortization of deferred loan costsand other. . .. ..................
Distributions of earnings to minority interest in consolidated real estate
partnerships . . .. ... . e e
Discontinued operations:
Depreciation and amortization . . ... .. .. .., .o
Gain on dispositions of real estate, net of minority partners’ interest . .
Other adjustments to income from discontinued operations . . ... .. ..
Changes in operating assets and operating liabilities:
Accounts receivable . . .. ... ... e e
Other assels . .. ... e

Net cash provided by operating activities . .................... '

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of real estate . . . . . ... ... . ... i e,
Capital expenditures . . .. ... .. .. i e
Proceeds from dispositions of real estate . . . .. .. ...... ... ... .. ... ...
Change in funds held in escrow from tax-free exchanges. . ..............
Cash from newly consolidated properties. . .. .......................
Proceeds from sale of interests in real estate partnerships . ..............
Purchases of partnership interests and other assets .. ... ...............
Originations of notes receivable . . . . ... .. ... ... ... . .
Proceeds from repayment of notes receivable. . .. ....................
Other investing aClivilies . . . .. .. ittt it i it et et e e

Net cash {used in) provided by investing activities . ... ...........

CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from property loans. . .. ... ... .. L
Principal repayments on property loans. . .. ....... ...,
Proceeds from tax-exempt bond financing . . .......... ... ... ...
Principal repayments on tax-exempt bond financing . .. .......... ... ...
Borrowings underterm loans . .. ... .. . L
Net (repayments) borrowings on revolving credit facility. . . ....... ... ...
Payments on other borrowings . . . .. .. .. L e
Redemption of mandaloriiy redeemable preferred securities. .. ...........
Proceeds from issuance of preferred stock, net. . ... ... ... ... L.
Redemgtions of preferred stock . . . ... ... L e
Repurchase of Class A Common Stock . ... ... .. i,
Proceeds from Class A Common Stock option exercises . . . .............
Principal repayments received on notes due on Class A Common Stock
purchases . . . ... e
Payment of Class A Common Stock dividends. .. . ...................
Payment of preferred stock dividends . ... ........ ... ... . ... ...
Contributions from minority interest . . . . ....... ... ...,
Paﬁmcnt of distributions to minority interest . . ... ... ... . ... ... ...
Other financing activities. . . ... ... ... . . L e

Net cash used in financing activities. . . ......... ... ... .. ... ... . ...

NET (DECREASE) INCREASE IN CASH AND CASH EQUIVALENTS . .. ..
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR . .........

CASH AND CASH EQUIVALENTS ATENDOFYEAR . ...............

2007 2006 2008
$ 29911 $ 176787 $ 70,982
487,822 452,741 372,526
39,150 20,802 11,505
277 2.070 3139
6,63 (813; 6,120
?1’7773 (26,845 (17152
19,649 14,895 (19.136
2,036 12,338 (4.820
(4.554) (6.019) (5418
14,921 12,314 8,558
14.066 18,471 1,700
(17,406) {13,369) (7.979)
12,518 46,036 77,972
565.378; (259.855) (104,807;
15.667 3641 (2356
7,453 (3,178) 11,450
(9.751) 45.332 17.542
14.926 23,562 (72:246)
435,625 342,123 276,588
465,536 518,010 347,570
§201,434g z153,426§ £243,996;
629,719 S12.564) (443,382
431.863 958,604 718,434
25.863 (19.021) @4.571)
7.549 1269 186
194329 45.662 57.706
%86.204; %37,5703 (125,7773
a0 Uote B
42596 13,122 (2.281)
(271,599) 233,040 (49.961)
1,552,048 1,185,676 721,414
(sgo,ggg) (1,09451,%%) (735.816)
gy aoE e
(1403000; %77,000% 148,300
(8468 22,838 —
— — (15,019)

— 97,491 N
Eloz,ooo; 5286,750) (31.250)
107,382 109.937) _
53,719 107,603 2315
1,659 21,844 12,255
(230,806; (231.697) (226,8!5;
(67.100 (74700) (86,582
1.370 458 4,990
(180,684% (1 17,216; Evo,vsog
(22.493 (18,923 15.606
(213.300) (683.856)  (241,222)
(19,363) 68,094 56,387
229,824 161.730 105.343
$ 210461 $ 220824 S 161,730

See notes to consolidated financial statements.
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APARTMENT INVESTMENT AND MANAGEMENT COMPANY

CONSOLIDATED STATEMENTS OF CASH FLOWS
For the Years Ended December 31, 2007, 2006 and 2005
(In thousands)

2007 2006 2005
SUPPLEMENTAL CASH FLOW INFORMATION:
Interest Paid. . ..o vt e e e $452,288 $438946  $399,511
Cash paid for income taxes .. ...... ... ... ... ... . .. ..., 2,994 9,807 4,785
Non-cash transactions associated with the acquisition of real estate
and interests in unconsolidated real estate partnerships:
Secured debt assumed in connection with purchase of real estate . . . 16,000 47,112 38,740
Issuance of OP Units for interests in unconsclidated real estate
partnerships and acquisitions of real estate .. ............... 2,998 13 125
Non-cash transactions associated with the disposition of real estate:
Secured debt assumed in connection with the disposition of real
BSLALE . . .. e e 27,929 — —
Non-cash transactions associated with consolidation of real estate
partnerships:
Realestate, met. . .. ... ... .. i i i e 56,877 675,621 201,492
Investments in and notes receivable primarily from affiliated
B . o o i e e e e 84,545 (219,691) (72,341)
Restricted cash and other assets .. ......... . vuvvn. e 8,545 94,380 16,242
Secured debt ... ... ... e 41,296 503,342 112,521
Accounts payable, accrued and other liabilities . .. ............. 48,602 41,580 17,326
Minority interest in consolidated real estate partnerships . ........ 67,618 57,157 6,834
Other non-cash transactions:
Redemption of common OP Units for Class A Common Stock . ... 27,810 4,362 16,853
Conversion of preferred OP Units for Class A Common Stock. . ... 43 199 41
Origination of notes receivable from officers for Class A Common
Stock purchases, net of cancellations. ..., ................. 2,386 647 1,441
Tenders payable for purchase of limited partner interests......... — —_ 950

See notes to consolidated financial statements.
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APARTMENT INVESTMENT AND MANAGEMENT COMPANY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2007

Note 1 — Organization

Apartment Investment and Management Company, or Aimco, is a Maryland corporation incorporated on
January 10, 1994. We are a self-administered and self-managed real estate investment trust, or REIT, engaged in the
acquisition, ownership, management and redevelopment of apartment properties. As of December 31, 2007, we
owned or managed a real estate portfolio of 1,169 apartment properties containing 203,040 apartment units located
in 46 states, the District of Columbia and Puerto Rico.

As of December 31, 2007, we:

« owned an equity interest in and consolidated 153,758 units in 657 properties (which we refer to as
“consolidated”), of which 152,475 units were also managed by us;

+ owned an equity interest in and did not consolidate 10,878 units in 94 properties (which we refer to as
“unconsolidated™), of which 5,009 units were also managed by us; and

» provided services for or managed 38,404 units in 418 properties, primarily pursuant to long-term agreements
{(including 35,176 units in 382 properties for which we provide asset management services only, and not also
property management services), In certain cases we may indirectly own generally less than one percent of
the operations of such properties through a partnership syndication or other fund.

Through our wholly-owned subsidiaries, AIMCO-GP, Inc. and AIMCO-LP, Inc., we own a majority of the
ownership interests in AIMCO Properties, L.P., which we refer to as the Aimco Operating Partnership. As of
December 31, 2007, we held an interest of approximately 91% in the common partnership units and equivalents of
the Aimco Operating Partnership. We conduct substantially all of cur business and own substantially all of our
assets through the Aimco Operating Partnership. Interests in the Aimco Operating Partnership that are held by
limited partners other than Aimco are referred o as “OP Units.” OP Units include common OP Units, partnership
preferred units, or preferred OP Units, and high performance partnership units, or High Performance Units. The
Aimco Operating Partnership’s income is allocated to holders of common OP Units based on the weighted average
number of common OP Units outstanding during the period. The Aimco Operating Partnership records the issuance
of common OP Units and the assets acquired in purchase transactions based on the market price of Aimco Class A
Common Stock (which we refer to as Common Stock) at the date of closing of the transaction. The holders of the
common OP Units receive distributions, prorated from the date of issuance, in an amount equivalent to the dividends
paid to holders of Common Stock. Holders of common OP Units may redeem such units for cash or, at the Aimco
Operating Partnership’s option, Common Stock. During 2007, 2006 and 2005, the weighted average ownership
interest in the Aimco Operating Partnership held by the common OP Unit holders was approximately 9%, 10% and
10%, respectively. Preferred OP Units entitle the holders thereof to a preference with respect to distributions or upon
liquidation. At December 31, 2007, after elimination of certain shares of Common Stock held by consolidated
subsidiaries, 96,130,586 shares of our Common Stock were outstanding (after giving effect to the special dividend
discussed below) and the Aimco Operating Partnership had 9,682,619 common OP Units and equivalents
outstanding for a combined total of 105,813,205 shares of Common Stock and OP Units outstanding (excluding
preferred OP Units).

" LTS

Except as the context otherwise requires, “we,” “our,” “us” and the “Company” refer to Aimco, the Aimco
Operating Partnership and their consolidated entities, collectively.

On December 21, 2007, our Board of Directors declared a special dividend of $2.51 per share payable on
January 30, 2008, to holders of record of our Common Stock on December 31, 2007, Stockholders had the option to
elect to receive payment of the special dividend in cash, shares or a combination of cash and shares, except that the
agpregate amount of cash payable to all stockholders in the special dividend was limited to $55.0 miilion plus cash
paid in lieu of fractional shares. The special dividend, totaling $232.9 million, was paid on 92,795,891 shares issued
and outstanding on the record date, which included 416,140 shares held by certain of our consolidated subsidiaries.
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Approximately $177.9 million of the special dividend was paid through the issuance of 4,594,074 shares of
Common Stock (including 20,339 shares issued to consolidated subsidiaries holding our shares), which was
determined based on the average closing price of our Common Stock on January 23-24, 2008, or $38.7| per share.

After elimination of the effect of shares held by consolidated subsidiaries, the special dividend totaled
$231.9 million. Approximately $177.1 million of the special dividend was paid through the issuance of
4,573,735 shares of Common Stock {excluding 20,339 shares issued to our consolidated subsidiaries) to holders
of 92,379,751 shares of our Common Stock on the record date (excluding 416,140 shares held by certain of our
consolidated subsidiaries), representing an increase of approximately 4.95% to the then outstanding shares. The
effect of the issuance of additional shares of Common Stock pursuant to the special dividend has been retroactively
reflected in each of the historical periods presented as if those shares were issued and outstanding at the beginning of
the earliest period presented; accordingly all activity including share issuances, repurchases and forfeitures have
been adjusted to reflect the 4.95% increase in the number of shares, except in limited instances where noted.

During the year ended December 31, 2007, we purchased on the open market 7,780,870 million shares of
Common Stock at an average price per share of approximately $41.86. Included in accrued liabilities and other at
December 31, 2007 and 2006 are liabilities of $28.7 million and $10.3 million for share purchases that settled
subsequent to those dates. '

The following table summarizes activity in our Common Stock during the year ended December 31, 2007:

Common shares outstanding, December 31, 2006 ... .. ........ ... ... ... .... 101,614,954
Purchases of Common Stock ... ... .. i e e e (7,780,870}
Stock options exercised ... ... e e 1,472,503
Common OP Units redeemed for Common Stock . ................ ..t iunn. 494,185
Restricted stock grants, net of forfeitures ... ......... ... . ... .o L. 272,417
Officer stock loans, net of forfeitures, and other activity .. ................... 57,397

Common shares outstanding, December 31,2007 . .......... T 96,130,586

The following table reconciles our shares issued and outstanding as of the record date to our shares outstanding
at December 31, 2007 per the consolidated financial statements:

Common shares issued and outstanding as of the record date . . .................. 92,795,891
Shares issued January 30, 2008 pursuant to the special dividend ... ....... ... ... 4,594,074
Elimination of shares owned by consolidated subsidiaries (prior to special

dIVIdend) . . e e e e e (416,140}
Elimination of shares issued to consolidated subsidiaries . . .. .................. (20,339)

pursuant to the special dividend
Shares repurchased in December 2007 settled in January 2008 . ................ (822,900}

Common shares outstanding at December 31, 2007 per consolidated financial
12 1113 1 1= 96,130,586

Note 2 — Basis of Presentation and Summary of Significant Accounting Policies
Principles of Consolidation

The accompanying consolidated financial statements include the accounts of Aimco, the Aimco Operating
Partnership, and their consolidated entities. As used herein, and except where the context otherwise requires,
“partnership” refers to a limited partnership or a limited liability company and *‘partner” refers to a limited partner
in a limited partnership or a member in a limited liability company. Interests held in consclidated real estate
partnerships by limited partners other than us are reflected as minority interest in consolidated real estate
partnerships. All significant intercompany balances and transactions have been eliminated in consolidation.
The assets of consolidated real estate partnerships owned or controlled by Aimco or the Aimco Operating
Partnership generally are not available to pay creditors of Aimco or the Aimco Operating Partnership.
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As discussed under Variable Interest Entities below, we consolidate real estate partnerships and other entities
that are variable interest entities when we are the primary beneficiary. Generally, we consolidate real estate
partnerships and other entities that are not variable interest entities when we own, directly or indirectly, a majority
voting interest-in the entity. As discussed under Adoption of EITF 04-5 below, we have applied new criteria after
June 29, 2003, in determining whether we control and consolidate certain partnerships.

Variable Interest Entities

FASB Interpretation No. 46 (revised December 2003), Consolidation of Variable Interest Entities, or FIN 46,
addresses the consolidation by business enterprises of variable interest entities, We consolidate all variable interest
entities for which we are the primary beneficiary. Generally, a variable interest entity, or VIE, is an entity with one or
more of the following characteristics: () the total equity investment at risk is not sufficient to permit the entity to
finance its activities without additional subordinated financial support; (b) as a group, the holders of the equity
investment at risk lack (i) the ability to make decisions about an entity’s activities through voting or similar rights,
(ii) the obligation to absorb the expected losses of the entity, or (iii) the right to receive the expected residuat returns
of the entity; or (c) the equity investors have voting rights that are not proportional to their economic interests and
substantially all of the entity’s activities either involve, or are conducted on behalf of, an investor that has
disproportionately few voting rights. FIN 46 requires a VIE to be consolidated in the financial statements of the
entity that is determined to be the primary beneficiary of the VIE. The primary beneficiary generally is the entity
that will receive a majority of the VIE’s expected losses, receive a majority of the VIE’s expected residual returns, or
both.

As of December 31, 2007, we were the primary beneficiary of, and therefore consolidated, 73 VIEs, which
owned 59 apartment properties with 8,304 units. Real estate with a carrying value of $568.8 million collateralized
the debt of those VIEs. The creditors of the consolidated VIEs do not have recourse to our general credit. As of
December 31, 2007, we also held variable interests in 129 VIEs for which we were not the primary beneficiary.
Those VIEs consist primarily of partnerships that are engaged, directly or indirectly, in the ownership and
management of 187 apartment properties with 11,765 units. We are involved with those VIEs as an equity holder,
lender, management agent, or through other contractual relationships. At December 31, 2007, our maximum
exposure to loss as a result of our involvement with unconsolidated VIEs is limited to our recorded investments in
and receivables from those VIEs totaling $117.2 million and our contractual obligation to advance funds to certain
VIEs totaling $6.2 million. We may be subject to additional losses to the extent of any financial support that we
voluntarily provide in the future.

Adoption of EITF 04-5

In June 2003, the Financial Accounting Standards Board ratified Emerging Issues Task Force Issue (04-5,
Determining Whether a General Partner, or the General Partners as ¢ Group, Controls a Limited Partnership or
Similar Entity When the Limited Partners Have Certain Rights, or EITF 04-5. EITF 04-5 provides an accounting
meodel to be used by a general partner, or group of general partners, to determine whether the general partner(s)
controls a limited partnership or similar entity in light of substantive kick-out rights and substantive participating
rights held by the limited partners, and provides additional guidance on what constitutes those rights. EITF 04-5 was
effective after June 29, 2005 for general partners of (a) all newly formed limited partnerships and (b) existing
limited partnerships for which the partnership agreements have been modified. We conselidated four partnerships in
the fourth quarter of 2005 based on EITF 04-5 requirements. The consolidation of those partnerships had an
immaterial effect on our consolidated financial statements. EITF 04-5 was effective on January 1, 2006, for general
partners of all limited partnerships and similar entities. We applied EITF 04-5 as of January 1, 2006, using a
transition method that does not involve retrospective application to our financial statements for prior periods.

We consolidated 156 previously unconsolidated partnerships as a result of the application of EITF 04-5 in 2006.
Those partnerships own, or control other entities that own, 149 apartment properties. Our direct and indirect interests in
the profits and losses of those partnerships range from less than one percent to 50 percent, and average approximately

F-10




22 percent. The initial consolidation of those partnerships resulted in increases (decreases), net of intercompany
eliminations, in amounts reported in our consolidated balance sheet as of January 1, 2006, as follows (in thousands):

Increase
{Deccrease)
Real GState, MEt . . o o ottt et e e et e s e e e e e e $ 664,286
Accounts and notes receivable from affiliates. . .. ......... .. ... .. oo o (150,057)
Investment in unconsolidated reat estate pastnerships ............. ... ... .. ... ... (64,419)
All Oher A88ELS . . . . o i it et e e e e et e e e 122,545
oAl ASSELS .« v v v v v vt e e e e e e e e e e 5 572,355
Total indebtedness. . . . .. ... . i e e e $ 521,711
All other labilities . . ... .. .o e e e 31,950
Minority interest in consolidated reat estate partnerships. ... ... ... ... ... ... 53,258
Minority interest in Aimco Operating Partnership. . . ...... . ... .. ... ... L (9.552)
Stockholders” equity . . .. .. oottt e e e e (75,012)
Total liabilities and stockholders’ equity .. .. ..... ... ... ... .. .. L oL $ 572,355

Our income from continuing operations for the year ended December 31, 2006, includes the following
amounts for the partnerships consolidated as of January 1, 2006, in accordance with EITF 04-5 (in thousands):

ReVenUES . . . . e e e e e e e $137,475
Operating €XPeNSES. . . . o vt vttt e et e i e 98,227
Operating income . . . . ... e e e e e 39,248
INEIESt BXPEISE . . v vt vt e e e e e e (28,410)
L= =L AT T ) 11O 3,709
Income (loss) before minority INtETESIS . . . . . o .. ittt e $ 14,547

In prior periods, we used the equity method to account for our investments in the partnerships that we
consolidated in 2006 in accordance with EITF 04-5. Under the equity method, we recognized partnership income or
losses based generally on our percentage interest in the partnership. Consolidation of a partnership does not ordinarily
result in a change to the net amount of partnership income or loss that is recognized using the equity method. However,
when a partmership has a deficit in equity, GAAP may require the controlling partner that consolidates the partnership
to recognize any losses that would otherwise be allocated to noncontrolling partners, in addition to the controlling
partner’s share of losses. Certain of the partnerships that we consolidated in accordance with EITF 04-5 had deficits in
equity that resulted from losses or deficit distributions during prior periods when we accounted for our investment
using the equity method. We would have been required to recognize the noncontrolling partners’ share of those losses
had we applied EITF 04-5 in those prior periods. In accordance with our transition method for the adoption of
EITF 04-5, we recorded a $75.0 million charge to retained earnings as of Janvary 1, 2006, for the cumulative amount
of additional losses that we would have recognized had we applied EITF 04-5 in prior periods. Substantially all of
those losses were attributable to real estate depreciation expense. As a result of applying EITF 04-5 for the year ended
December 31, 2006, our income from continuing operations includes partnership losses in addition to losses that
would have resulted from continved application of the equity method of $24.6 million.

Tax Credit Arrangements

We sponsor certain partnerships that own and operate apartment properties that qualify for tax credits under
Section 42 of the Internal Revenue Code and for the U.S. Department of Housing and Urban Development, or HUD,
subsidized rents under HUD’s Section 8 program. These partnerships acquire, develop and operate qualifying
affordable housing properties and are structured to provide for the pass-through of tax credits and deductions to their
partners. The tax credits are generally realized ratably over the first ten years of the tax credit arrangement and are
subject to the partnership’s compliance with applicable laws and regulations for a period of 15 years, Typically, we
are the general partner with a legal ownership interest of one percent or less. We market limited partner interests of
at least 99 percent to unaffiliated institutional investors {which we refer to as tax credit investors or investors) and
receive a syndication fee from each investor upon such investor’s-admission to the partnership. At inception, each
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investor agrees to fund capital contributions to the partnerships. We agree to perform various services to the
partnerships in exchange for fees over the expected duration of the tax credit service period. The related partnership
agreements generally require adjustment of each tax credit investor’s required capital contributions if actual tax
benefits to such investor differ from projected amounts,

In connection with our adoption of FIN 46 as of March 31, 2004, we determined that the partnerships in these
arrangements are variable interest entities and, where we are general partner, we are the primary beneficiary that is
required to consolidate the partnerships. During the period April 1, 2004, through June 30, 2006, we accounted for these
parinerships as consolidated subsidiaries with a noncontrolling interest (minority interest) of at least 99 percent.
Accordingly, we allocated to the minority interest substantially ail of the income or losses of the partnerships, including
the effect of fees that we charged to the partnerships. In 2006, in consultation with our independent registered public
accounting firm, we determined that we were required 1o revise our accounting treatment for tax credit transactions to
more fully comply with the requirements of FIN 46. We also determined that our accounting treatment did not fully
reflect the economic substance of the arrangements wherein we possess substantially all of the economic interests in the
partnerships. Based on the contractual arrangements that obligate us to deliver tax benefits 1o the investors, and that
entitle us through fee arrangements to receive substantially all available cashi flow from the partnerships, we concluded
that these partnerships are most appropriately accounted for by us as wholly owned subsidiaries. We also concluded that
capital contributions received by the partnerships from tax credit investors represent, in substance, consideration that we
receive in exchange for our obligation to deliver tax credits and other tax benefits to the investors. We have concluded that
these receipts are appropriately recognized as revenue in our consolidated financial statements when our obligation to the
investors is relieved upon delivery of the expected tax benefits.

In summary, our revised accounting treatment recognizes the income or loss generated by the underlying real
estate based on our economic interest in the partnerships. Proceeds received in exchange for the transfer of the tax
credits are recognized as revenue proportionately as the tax benefits are delivered to the tax credit investors and our
obligation is relieved. Syndication fees and related costs are recognized in income upon completion of the
syndication effort. We recognize syndication fees in amounts determined based on a market rate analysis of fees for
comparable services, which generally fell within a range of 10% to 15% of investor contributions during the periods
presented. Other direct and incremental costs incurred in structuring these arrangements are deferred and amortized
over the expected duration of the arrangement in proportion to the recognition of related income. lnvestor
contributions in excess of recognized revenue are reported as deferred income in our consolidated balance sheets.

We have applied the revised accounting treatment described above in our 2007 and 2006 financial statements.
We recognized the cumulative effect of retroactive application of this revised accounting treatment in our operations
for the year ended December 31, 2006. Adjustments related to prior years had the following effects on our net
income for the year ended December 31, 2006 (in thousands):

REVENMUES . o o ot et e e e P $(1,542)
OPperating EXPeMSES . . . o v vttt ittt e e e e e e e 3,054
Minority interest in consolidated real estate partnerships . ........... ... ... .. ... (9,030)
Minority interest in Aimco Operating Partnership ... .........coovviiiiunnne.... 734
Net decrease inm Net iNCOME . . . ... .ottt ittt e ettt et ian e $(6,784)

Under the revised accounting treatment described above, during the years ended December 31, 2007 and 2006,
we recognized syndication fee income of $13.9 million and $12.7 million, respectively, and revenue associated with
the delivery of tax benefits of $23.9 million and $16.0 million, respectively. At December 31, 2007 and 2006,
$149.2 million and $73.3 million, respectively, of investar contributions in excess of the recognized revenue were
included in deferred income in our consolidated balance sheets.

Acquisition of Real Estate Assets and Related Depreciation and Amortization

We capitalize the purchase price and incremental direct costs associated with the acquisition of properties as
the cost of the assets acquired. In accordance with Statement of Financial Accounting Standards No. 141, Business
Combinations, or SFAS 141, we allocate the cost of acquired properties to tangible assets and identified intangible
assets based on their fair values. We determine the fair value of tangible assets, such as land, building, furniture,
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fixtures and equipment, on an “as-if vacant” basis, generally using internal valuation techniques that consider
comparable market transactions, discounted cash flow techniques, replacement costs and other available infor-
mation. We determine the fair value of identified intangible assets {or liabilities), which typically relate to in-place
leases, using internal valuation techniques that consider the terms of the in-place leases, current market data for
comparable leases, and our experience in leasing similar properties. The intangible assets or liabilities related to in-
place leases are comprised of:

1. The value of the above- and below-market leases in-place. An asset or liability is recognized based on the
difference between (a) the contractual amounts 1o be paid pursvant to the in-place leases and (b) our estimate
of fair market lease rates for the corresponding in-place leases, measured over the period, including estimated
lease renewals for below-market leases, that the leases are expected to remain in effect.

2. The estimated unamortized portion of avoided leasing commissions and other costs that ordinarily would be
incurred to acquire the in-place leases.

3. The value associated with vacant units during the absorption period (estimates of lost rental revenue during
the expected lease-up periods based on current market demand and stabilized occupancy levels).

The values of the above- and below-market leases are amortized to rental revenue over the expected remaining
terms of the associated leases. Other intangible assets related to in-place leases are amortized to operating expenses
over the expected remaining terms of the associated leases. Amortization is adjusted, as necessary, to reflect any
early lease terminations that were not anticipated in determining amortization periods.

Depreciation for all tangible real estate assets is calculated using the straight-line method over their estimated useful
lives. Acquired buildings and improvements are depreciated over a composite life of 14 to 52 years, based on the age,
condition and other physical characteristics of the property. As discussed under Impairment of Long Lived Assets below,
we may adjust depreciation of properties that are expected to be disposed of or demotished prior to the end of their useful
lives. Furniture, fixtures and equipment associated with acquired properties are depreciated over five years.

At December 31, 2007 and 2006, deferred income in our consolidated balance sheets includes below-market
lease values, net of accumulated amortization, totaling $45.0 million and $30.6 million, respectivety. Additions to
below-market leases resulting from acquisitions during the years ended December 31, 2007 totaled $18.9 million
and there were no such additions in thé year ended December 31, 2006. During the years ended December 31, 2007,
2006 and 2005, we included amortization of below-market leases of $4.6 million, $2.8 million and $2.8 million,
respectively, in rental and other property revenues in our consolidated statements of income. At December 31, 2007,
the estimated aggregate amortization expense related to our below-market leases for each of the five succeeding
years was as follows:

2008 ......... $5.2
2009 ..., .. 4.9
2010 ... 4.6
2001 ... .l 4.1
2012 ... 3.7

Capital Expenditures and Related Deprecintion

We capitalize costs, including certain indirect costs, incurred in connection with our capital expenditure
activities, including redevelopment and construction projects, other tangible property improvements, and replace-
ments of existing property components. Included in these capitalized costs are payroll costs associated with time
spent by site employees in connection with the planning, execution and controf of all capital expenditure activities
at the property level. We characterize as “indirect costs™ an allocation of certain department costs, including payroll,
at the regional operating center and corporate levels that clearly relate to capital expenditure activities. We
capitalize interest, property taxes and insurance during periods in which redevelopment and construction projects
are in progress. Costs incurred in connection with capitat expenditure activities are capitalized where the costs of
the improvements or replacements exceed $250. We charge to expense as incurred costs that do not relate to capital
expenditure activities, including ordinary repairs, maintenance, resident turnover costs and general and admin-
istrative expenses.
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We depreciate capitalized costs using the straight-line method over the estimated useful life of the related
component or improvement, which is five, 15 or 30 years. Prior to July 1, 2005, we recorded capitalized site payroll
costs and most capitalized indirect costs separately from other costs of the related capital projects. We depreciated
capitalized site payroll costs over five years and capitalized indirect costs associated with capital replacement and
improvement projects over five or 15 years. Capitalized indirect costs associated with redevelopment projects,
together with other costs of the redevelopment projects, were depreciated over the estimated useful lives of those
projects, predominantly 30 years.

Effective July 1, 2005, we refined the estimated useful lives for the capitalized site payroll and indirect costs
that were recorded separately from other costs of the related capital projects. All capitalized site payroll and indirect
costs incurred after June 30, 2005 are allecated proportionately, based on direct costs, among capital projects and
depreciated over the estimated useful lives of such projects. This change in estimate is also being applied
prospectively to the June 30, 2005 carrying amouats, net of accumulated depreciation, of previously incurred site
payroll and indirect costs. Those amounts, based on the periods in which the costs were incurred, were allocated
among capital projects that were completed in the corresponding periods in proportion to the original direct costs of
such projects and are being depreciated over the remaining useful lives of the projects. We anticipate that these
refinements will result in generally higher depreciation expense in foreseeable future accounting periods. For the '
year ended December 31, 2005, these changes in estimated useful lives resulted in a decrease in net income of
approximately $4.6 million, and resulted in a decrease in basic and diluted earnings per share of $0.05.

Certain homogeneous items that are purchased in bulk on a recurring basis, such as carpeting and appliances,
are depreciated using group methods that reflect the average estimated useful life of the items in each group. Except
in the case of property casualties, where the net book value of lost property is written off in the determination of
casualty gains or losses, we generally do not recognize any loss in connection with the replacement of an existing
property component because normal replacements are considered in determining the estimated useful lives used in
connection with our composite and group depreciation methods.

For the years ended December 31, 2007, 2006 and 2005, for continuing and discontinued operations, we
capitalized $30.8 million, $24.7 million and $18.1 mi.ltion, respectively, of interest costs, and $78.1 million,
$66.2 million and $53.3 million, respectively, of site payrol! and indirect costs, respectively.

Asset Retirement Obligations

In March 2005, the FASB issued FASB Interpretation No. 47, Accounting for Conditional Asset Retirement
Obligations, or FIN 47. FIN 47 clarifies the accounting for legal obligations to perform asset retirement activity in
which the timing and/or method of settlement are conditionat on future events. FIN 47 requires the fair value of such
conditional asset retirement obligations to be recorded as incurred, if the fair value of the liability can be reasonably
estimated. We have determined that FIN 47 applies to certain obligations that we have based on laws that require
property owners to remove or remediate hazardous substances in certain circumstances. We adopted the provisions
of FIN 47 as of December 31, 2005 and determined that asset retirement obligations that are required to be
recognized under FIN 47 are immaterial to our financial condition and results of operations. See Note § for further
discussion of asset retirement obligations.

Impairment of Long-Lived Assets

We apply the provisions of Statement of Financial Accounting Standards No. 144, Accounting for the
Impairment or Disposal of Long-Lived Assets, or SFAS 144, to determine whether our real estate and other long-
lived assets are impaired. Such assets to be held and used are stated at cost, less accumulated depreciation and
amortization, unless the carrying amount of the asset is not recoverable. If evenis or circumstances indicate that the
carrying amount of a property may not be recoverable, we make an assessment of its recoverability by comparing
the carrying amount to our estimate of the undiscounted future cash flows, excluding interest charges, of the
property. If the carrying amount exceeds the aggregate undiscounted future cash flows, we recognize an impairment
loss to the extent the carrying amount exceeds the estimated fair value of the property. Based on periodic tests of
recoverability of long-lived assets, for the years ended December 31, 2007 and 2005, we recorded net impairment
losses of $6.6 million and $6.1 million, respectively, related to properties to be held and used. For the year ended
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December 31, 2006, we recorded net recoveries of previously recorded impairment losses of $0.8 million. The
amounts reported in continuing operations for real estate impairment (losses) recoveries, net include impairment
losses related to consolidated properties to be held and used, as well as our share of all impairment losses or
recoveries related to unconsolidated properties. We report impairment losses or recovertes related to properties sold
or classified as held for sale in discontinued operations.

Our tests of recoverability address real estate assets that do not currently meet all conditions to be classified as
held for sale, but are expected to be disposed of prior to the end of their estimated useful lives. If an impairment loss
is not required to be recorded in accordance with SFAS 144, the recognition of depreciation is adjusted prospec-
tively, as necessary, to reduce the carrying amount of the real estate to its estimated disposition value over the
remaining period that the real estate is expected to be held and used. We also may adjust depreciation prospectively
to reduce to zero the carrying amount of buildings that we plan to demolish in connection with a redevelopment
project. These depreciation adjustments, after adjustments for minority interest in the Aimco Operating Parinership,
decreased net income by $33.8 million, $31.2 million and $31.9 million, and resulted in decreases in basic and
diluted earnings per share of $0.34, $0.31 and $0.32, for the years ended December 31, 2007, 2006 and 2005,
respectively. :

Cash Equivalents

In accordance with GAAP, highly liquid investments with an original maturity of three months or less are
classified as cash equivalents.

Restricted Cash

Restricted cash includes capital replacement reserves, tax-free exchange funds, completion repair reserves,
bond sinking fund amounts and tax and insurance escrow accounts held by lenders.

Accounts Receivable and Allowance for Doubtful Accounts

Accounts receivable are generally comprised of amounts receivable from residents, amounts receivable from non-
affiliated real estate partnerships for which we provide property management and other services and other miscellaneous
receivables from non-affiliated entities. We evaluate collectibility of accounts receivable from residents and establish an
allowance, after the application of security deposits and other anticipated recoveries, for accounts greater than 30 days
past due for current residents and all receivables due from former residents. Accounts receivable from residents are stated
net of allowances for doubtful accounts of approximately $3.1 million and $1.9 million as of December 31, 2007 and
2006, respectively.

We evaluate collectibility of accounts receivable from non-affiliated entities and establish an allowance for
amounts that are considered to be uncollectible. Accounts receivable relating to non-affiliated entities are stated net
of allowances for doubtful accounts of approximately $4.6 million and $4.1 million as of December 31, 2007 and
2006, respectively.

Accounts Receivable and Allowance for Doubtful Accounts from Affiliates

Accounts receivable from affiliates are generally comprised of receivables related to property management
and other services provided to unconsolidated real estate partnerships in which we have an ownership interest. We
evaluate collectibility of accounts receivable balances from affiliates on a periodic basis, and establish an allowance
for the amounts deemed to be uncoilectible. Accounts receivable from affiliates are stated net of allowances for
doubtful accounts of approximately $5.3 million and $5.3 million as of December 31, 2007 and 2006, respectively.,

Deferred Costs

We defer lender fees and other direct costs incurred in obtaining new financing and amortize the amounts over
the terms of the related loan agreements. Amortization of these costs is included in interest expense.

We defer leasing commissions and other direct costs incurred in connection with successful leasing efforts and
amortize the costs over the terms of the related leases. Amortization of these costs is included in operating expenses.
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Advertising Costs

We generally expense all advertising costs as incurred to property operating expense. For the years ended

+ December 31, 2007, 2006 and 2005, for both continuing and discontinued operations, total advertising expense was

$38.0 million, $34.7 million and $36.1 million, respectively.

Notes Receivable from Unconsolidated Real Estate Partnerships and Non-Affiliates and Related Interest
Income and Provision for Losses

Notes receivable from unconsolidated real estate partnerships consist primarily of notes receivable from

“partnerships in which we are the general partner but do not consolidate the partnership under FIN 46 or EITF 04-5.

The ultimate repayment of these notes and those from non-affiliates is subject to a number of variables, including
the performance and value of the underlying real estate property and the claims of unaffiliated mortgage lenders.
Our notes receivable include loans extended by us that we carry at the face amount plus accrued interest, which we
refer to as “par value notes,” and lodns extended by predecessors whose positions we generally acquired at a
discount, which we refer to as “discounted notes.”

We record interest income on par value notes as earned in accordance with the terms of the related loan
agreements. We discontinue the accrual of interest on such notes when the notes are impaired, as discussed below, or
when there is otherwise significant uncertainty as to the collection of interest. We record income on such nonaccruoal
loans using the cost recovery method, under which we apply cash receipts first to the recorded amount of the loan;
thereafter, any additional receipts are recognized as income.

We recognize interest income on discounted notes receivable based upon whether the amount and timing of
collections are both probable and reasonably estimable. We consider collections to be probable and reasonably
estimable when the borrower has entered into certain closed or pending transactions {which include real estate sales,
refinancings, foreclosures and rights offerings) that provide a reliable source of repayment. In such instances, we
recognize accretion income, on a prospective basis using the effective interest method over the estimated remaining
term of the loans, equal to the difference between the carrying amount of the discounted notes and the estimated
collectible value. We record income on all other discounted notes using the cost recovery method,

We assess the collectibility of notes receivable on a periodic basis, which assessment consists primarily of an
evaluation of cash flow projections of the borrower to determine whether estimated cash flows are sufficient to repay
principal and interest in accordance with the contractual terms of the note. We recognize impairments on notes receivable
when it is probable that principal and interest will not be received in accordance with the contractual terms of the loan.
The amount of the impairment to be recognized generally is based on the fair value of the partnership’s real estate that
represents the primary source of loan repayment. In certain instances where other sources of cash flow are available to
repay the loan, the impairment is measured by discounting the estimated cash flows at the loan’s original effective
interest rate.

Investments in Unconsolidated Real Estate Partnerships

We own general and limited partner interests in real estate partnerships that own apartment properties. We
generally account for investments in real estate partnerships that we do not consolidate under the equity method.
Under the equity method, our share of the earnings or losses of the entity for the periods being presented is included
in equity in earnings (losses) from unconsatidated real estate partnerships, except for our share of impairments and
propenty disposition gains related to such entities, which we report separately in the consolidated statements of
income. Certain investments in real estate partnerships that were acquired in business combinations were
determined to have insignificant value at the acquisition date and are accounted for under the cost method.
Any distributions received from such partnerships are recognized as income when received.

The excess of the cost of the acquired partnership interests over the historical carrying amount of partoners’
equity or deficit is ascribed generally to the fair values of land and buildings owned by the partnerships. We
amortize the excess cost related to the buildings over the estimated useful lives of the buildings. Such amortization
is recorded as a component of equity in earnings (losses) of unconsolidated real estate partnerships.
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Intangible Assets

At December 31, 2007 and 2006, other assets included goodwill associated with our real estate segment of
$81.9 million. We account for goodwill and other intangible assets in accordance with the requirements of
Statement of Financial Accounting Standards No. 142, Goodwill and Other Intangible Assets, or SFAS 142,
SFAS 142 does not permit amortization of goodwill and other intangible assets with indefinite lives, but requires an
annual impairment test of such assets. The impairment test compares the fair value of reporting units with their
carrying amounts, including goodwill. Based on the application of the goodwill impairment test set forth in
SFAS 142, we determined that our goodwill was not impaired in 2007, 2006 or 2005. During the year ended
December 31, 2005, we reduced goodwill by $6.2 million in connection with the recognition of deferred income tax
assets that were acquired in connection with business combinations in prior years.

Other assets also includes intangible assets for purchased management contracts with finite lives that we
amortize on a straight-line basis over terms ranging from five to twenty years and intangible assets for in-place
leases as discussed under Acquisition of Real Estate Assets and Related Depreciation and Amortization,

Capitalized Software Costs

Purchased software and other costs related to software developed for internal use are capitalized during the
application development stage and are amortized using the straight-line method over the estimated useful life of the
software, generally five years. We write off the costs of software development projects when it is no longer probable that
the software will be completed and placed in service. For the years ended December 31, 2007, 2006 and 2005, we
capitalized software development costs totaling $8.2 million, $6.3 million and $9.9 million, respectively. At
December 31, 2007 and 2006, other assets included $29.0 million and $31.6 million of net capitalized software,
respectively. During the years ended December 31, 2007, 2006 and 2003, we recognized amortization of capitalized
software of $14.6 million, $15.7 million and $16.2 million, respectively, which is included in depreciation and
amortization in our consolidated statements of income.

During the year ended December 31, 2007 we abandoned certain internal-use software development projects
and recorded 4 $4.2 million write-off of the capitalized costs of such projects in depreciation and amortization.
There were no similar write-offs during the years ended December 31, 2006 and 2005.

Minority Interest in Consolidated Real Estate Partnerships

We report unaffiliated partners’ interests in consolidated real estate partnerships as minority interest in
consolidated real estate partnerships, Minority interest in consolidated real estate partnerships represents the
minority partners’ share of the underlying net assets of our consolidated real estate partnerships. When these
consolidated real estate partnerships make cash distributions to partners in excess of the carrying amount of the
minority interest, we generally record a charge equal to the amount of such excess distribution, even though there is
no economic effect or cost. We report this charge in the consolidated statements of income as deficit distributions to
minority partners. We allocate the minority partners’ share of partnership losses to minority partners to the extent of
the carrying amount of the minority interest. We generally.record a charge when the minority partners’ share of
partnership losses exceed the carrying amount of the minority interest, even though there is no economic effect or
cost, We report this charge in the consolidated statements of income within minority interest in consolidated real
estate partnerships. We do not record charges for distributions or losses in certain limited instances where the
minority partner has a legal obligation and financial capacity to contribute additional capital to the partnership. For
thé years ended December 31, 2007, 2006 and 20035, we recorded charges for partnership losses resulting from
depreciation of approximately $12.2 million, $31.8 million and $9.5 million, respectively, that were not allocated to
minority partners because the losses exceeded the carrying amount of the minority interest.

Minority interest in consolidated real estate partnerships consists primarily of equity interests held by limited
partners in consolidated real estate partnerships that have finite lives. The terms of the related partnership
agreements generally require the partnership to be liquidated following the sale of the partnership’s real estate.
As the general partner in these partnerships, we ordinarily control the execution of real estate sales and other events
that could lead to the liquidation, redemption or other settlement of minority interests. The aggregate carrying value
of minority interests in consolidated real estate partnerships is approximately $441.8 million at December 31, 2007.
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The aggregate fair value of these interests varies based on the fair value of the real estate owned by the partnerships,
Based on the number of classes of finite-life minority interests, the number of properties in which there is direct or
indirect minority ownership, complexities in determining the allocation of liquidation proceeds among partners and
other factors, we believe it is impracticable to determine the total required.payments to the minority interests in an
assumed liquidation at December 31, 2007. As a result of real estate depreciation that is recognized in our financial
statements and appreciation in the fair value of real estate that is not recognized in our financial statements, we
believe that the aggregate fair value of cur minority interests exceeds their aggregate carrying value. As a result of
our ability to control real estate sales and other events that require payment of minority interests and our expectation
that proceeds from real estate sales will be sufficient to liquidate related minority interesis, we anticipate that the
cventual liguidation of these minority interests will not have an adverse impact on our financial condition.

Revenue Recognition :

Our properties have operating leases with apartment residents with terms generally of twelve months or less.
We recognize rental revenue related to these leases, net of any concessions, on a straight-line basis over the term of
the lease. We recognize revenues from property management, asset management, syndication and other services
when the related fees are earned and are realized or realizable.

Stock-Based Compensation

On January 1, 2006, we adopted Statement of Financial Accounting Standards No. 123 (revised 2004), Share-
Based Payment (see Note 12).

Discontinued Operations

In accordance with SFAS 144, we classify certain properties and related liabilities as held for sale (see Note 13).
The operating results of such properties as well as those properties sold during the periods presented are included in
discontinued operations in both current periods and all comparable periods presented. Depreciation is not recorded
on properties held for sale; however, depreciation expense recorded prior to classification as held for sale is included
in discontinued operations. The net gain on sale and any impairment losses are presented in discontinued operations
when recognized.

Derivative Financial Instruments

We primarily use long-term, fixed-rate and self-amortizing non-recourse debt to avoid, among other things,
risk related to fluctuating interest rates. For our variable rate debt, we are sometimes required by our lenders to limit
our exposure to interest rate fluctuations by entering into interest rate swap or cap agreements. The interest rate
swap agreements moderate our exposure to interest rate risk by effectively converting the interest on variable rate
debt to a fixed rate. The interest rate cap agreements effectively timit our exposure to interest rate risk by providing a
ceiling on the underlying variable interest rate. The fair values of these instruments are reflected as assets or
liabilities in the balance sheet, and periodic changes in fair value are included in interest expense. These instruments
are not material to our financial position and resulis of operations.

From time to time, we enter into total rate of return swaps on various fixed rate secured tax-exempt bonds
payable and fixed rate notes payable to convert these borrowings from a fixed rate to a variable rate and provide an
efficient financing product to lower our cost of borrowiﬁg. In exchange for our receipt of a fixed rate generally equal
to the underlying borrowing’s interest rate, the total rate of return swaps require that we pay a variable rate,
equivalent 1o the Securities Industry and Financial Markets Association Municipal Swap Index, or SIFMA, rate
(previously the Bond Market Association index) for bonds payable and the 30-day LIBOR rate for notes payable,
plus a risk spread. These swaps generally have a second or third lien on the property collateralized by the related
borrowings and the obligations under certain of these swaps are cross-collateralized with certain of the other swaps
with a particular counterparty. The underlying borrowings are generally callable at our option, with no prepayment
penalty, with 30 days advance notice. The swaps generally have a term of less than five years, which may be
extended at no additional cost to us when an additional swap is executed and cross-collateralized with other swaps
in a collateral pool. The total rate of return swaps have a contractually defined termination value generally equal to
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the difference between the fair value and the counterparty’s purchased value of the underlying borrowings, which
may require payment by us or to us for such difference. Accordingly, we believe fluctuations in the fair value of the
borrowings from the inception of the hedging relationship generally will be offset by a corresponding fluctuation in
the fair value of the total rate of return swaps.

In accordance with Statement of Financial Accounting Standards No. 133, Accounting for Derivative
Instruments and Hedging Activities, or SFAS 133, we designate total rate of return swaps as hedges of the risk
of overall changes in the fair value of the underlying borrowings. At each reporting period, we estimate the fair
value of these borrowings and the total rate of return swaps and recognize any changes therein as an adjustment of
interest expense. We evaluate the effectiveness of these fair value hedges at the end of each reporting period and
recognize an adjustment of interest expense as a result of any ineffectiveness.

Borrowings payable subject to total rate of return swaps with aggregate outstanding principal balances of
$487.2 million and $299.3 million at December 31, 2007 and 2006, respectively, are reflected as variable rate
borrowings in Note 6. During the year ended December 31, 2007, due to changes in the estimated fair values of
certain of these debt instruments and corresponding total rate of return swaps, we reduced property loans payable by
$9.4 million and increased accrued liabilities and other by the same amount, with no net impact on net income.
During 2006 and 2003, there were no material adjustments for changes in fair value for the hedged debt or total rate
of return swaps. During 2007, 2006 and 2003, we determined these hedges were fully effective and accordingly we
made no adjustments to interest expense for ineffectiveness.

At December 31, 2007, the weighted average fixed receive rate under the total return swaps was 6.5% and the
weighted average variable pay rate was 4.1%, based on the applicable SIFMA and 30-day LIBOR rates as of that
date. Further information related to our total return swaps as of December 31, 2007 is as follows:

Weighted Average Swap

Weighted Swap Notional Swap Varfable Pay Rate at
Debt Principal Year of Debt Average Debi Amount Maturity December 31,
__{millions) _ Maturity Interest Rate (millions) Date 2007
$ 29.1 2009 8.9% $ 293 2008 4.2%
94 2011 7.7% 94 2009 3.9%
75.0 2012 7.5% 75.0 2012 5.9%
240 2015 6.3% 240 2009 3.5%
30.5 2016 5.9% 305 2011 4.5%
14.4 2018 6.7% 14.4 2009 3.9%
12.3 2021 6.2% 12.3 2012 3.8%
12.0 2024 6.3% 12.0 2009 3.9%
65.6 2025 5.5% 65.4 2009 3.2%
69.2 2026 6.9% 69.2 2009 3.9%
45.0 2031 6.8% 45.0 2009 3.9%
_100.7 2036 6.2% 100.9 2009-2012 3.8%
$487.2 | 4874

Insurance

We believe that our insurance coverages insure our properties adequately against the risk of loss attributable to

fire, earthquake, hurricane, tornado, flood, and other perils. In addition, we have insurance coverage for substantial
portions of our property, workers’ compensation, health, and general liability exposures. Losses are accrued based
upon our estimates of the aggregate liability for uninsured losses incurred using certain actuarial assumptions
followed in the insurance industry and based on our experience.
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Income Taxes

_ We have elected to be taxed as a REIT under the Internal Revenue Code of 1986, as amended, which we refer to
as the Code, commencing with our taxable year ended December 31, 1994, and intend to continue to operate in such
a manner. Our current and continuing qualification as a REIT depends on our ability to meet the various
requirements imposed by the Code, which are related to organizational structure, distribution levels, diversity
of stock ownership and certain restrictions with regard to owned assets and categories of income. If we qualify for
taxation as a REIT, we will generatly not be subject to United States Federal corporate income tax on our taxable
income that is currently distributed to stockholders. This treatment substantially eliminates the “double taxation”
(at the corporate and stockholder levels) that generally results from investment in a corporation.

Even if we qualify as a REIT, we may be subject to United States Federal income and excise taxes in various
situations, such as on our undistributed income. We also will be required to pay a 100% tax on any net income on
non-arms length transactions between us and a TRS (described below) and on any net income from sales of property
that was property held for sale to customers in the ordinary course. We and our stockholders may be subject to state
or local taxation in various state or local jurisdictions, including those in which we transact business or our
stockholders reside. In addition, we could also be subject to the alternative minimum tax, or AMT, on our items of
tax preference. The state and local tax laws may not conform to the United States Federal income tax treatment. Any
taxes imposed on us reduce our operating cash flow and net income.

Certain of our operations (including property management, asset management and risk) are conducted through
taxable REIT subsidiaries, which are subsidiaries of the Aimco Operating Partnership, and each of which we refer
to as a TRS. ATRS is a C-corporation that has not elected REIT status and as such is subject to United States Federal
corporate income tax. We use TRS entities to facilitate our ability to offer certain services and activities to our
residents, as these services and activities generally cannot be offered directly by the REIT.

For our taxable REIT subsidiaries, deferred income taxes result from temporary differences between the
carrying amounts of assets and liabilities for financial reporting purposes and the amounts used for Federal income
tax purposes, and are measured using the enacted tax rates and laws that are expected to be in effect when the
differences reverse. We reduce deferred tax assets by recording a valuation allowance when we determine based on
available evidence that it is more likely than not that the assets will not be realized.

Adoption of FIN 48

In June 2006, the Financial Accounting Standards Board, or FASB, issued FASB Interpretation No. 48,
Accounting for Uncertainty in Income Taxes — an Interpretation of FASB Statement No. 109, or FIN 48. FIN 48
prescribes a two-step process for the financial statement recognition and measurement of income tax positions taken
or expected to be taken in a tax return. The first step involves evaluation of a tax position to determine whether it is
more likely than not that the position will be sustained upon examination, based on the technical merits of the
position. The second step involves measuring the benefit to recognize in the financial statements for those tax
positions that meet the more-likely-than-not recognition threshold. FIN 48 also provides guidance on derecog-
nition, classification, interest and penalties, accounting in interim periods, disclosure and transition.

We adopted FIN 48 as of January 1, 2007. Upon adoption, we recorded a $0.8 million charge to distributions in
excess of earnings to reflect our measurement in accordance with FIN 48 of uncertain income tax positions that
affect net operating loss carryforwards recognized as deferred tax assets. As of January 1, 2007, our unrecognized
tax benefits totaled approximately $3.1 million. To the extent these unrecognized tax benefits are ultimately
recognized, they will affect the effective tax rates in future periods. There were no significant changes in
unrecognized tax benefits during the year ended December 31, 2007. We do not anticipate any material changes
in existing unrecognized tax benefits during the next 12 months. Because the statute of limitations has not yet
elapsed, our federal income tax returns for the year ended December 31, 2004, and subsequent years and certain of
our state income tax returns for the year ended December 31, 2002, and subsequent years are currently subject to
examination by the Internal Revenue Service or other tax authorities. Our policy is to include interest and penalties
related to income taxes in other expenses (income), net. See Note 9 for further information related to income taxes
and uncertain tax positions.

.
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Earnings per Share

We calculate earnings per share based on the weighted average number of shares of Common Stock, common
stock equivalents, and other potentially dilutive securities outstanding during the period (see Note 14). As discussed
in Note 1, weighted average shares of Common Stock, common stock equivalents and other potentially dilutive
securities outstanding have been retroactively adjusted for the effect of shares of Common Stock issued Junuary 30,
2008, pursuant to the special dividend. Earnings per share amounts for cach period presented reflect the
retroactively adjusted weighted average share and equivalent counts.

Fair Value of Financial Instruments

We believe that the aggregate fair value of our cash and cash equivalents, receivables, payables and short-term
secured debt approximates their aggregate carrying value at December 31, 2007, due to their relatively short-term
nature and high probability of realization. We further believe that the aggregate fair value of our variable rate secured
tax-exempt bond financing, variable rate property loans payable, term loans and borrowings under our credit facility
also approximate their aggregate carrying value due to terms in the related agreements that require periodic interest
adjustments based on market interest rates. For notes receivable, fixed rate secured tax-exempt bond debt and secured
long-term debt, we estimate fair values using present value techniques, Present value calculations vary depending on
the assumptions used, including the discount rate and estimates of future cash flows. We estimate fair value for our
fixed rate debt instruments based on the market rate for debt with the same or similar terms. In many cases, the fair
value estimates may not be realizable in immediate settlement of the instruments. The estimated aggregate fair value
of our notes receivable was approximately $191.5 miilion and $181.5 million at December 31, 2007 and 2006,
respectively. See Note 5 for further information on notes receivable, The estimated aggregate fair value of our secured
tax-exempt bonds and property loans payable, including amounts reported in liabilities related to assets held for sale
was approximately $7.1 billion and $6.4 billion at December 31, 2007 and 2006, respectively. The combined carrying
value of our secured tax-exempt bonds and property loans payable, including amounts reported in liabilities related to
assets held for sale, was approximately $7.0 biltion and $6.3 billion at December 31, 2007 and 2006, respectively. See
Note 6 for further details on secured tax-exempt bonds and secured notes payable. Refer to Derivative Financial
Instruments for further discussion regarding certain of our fixed rate debt that is subject to total rate of return swap
instrumerits.

Concentration of Credit Risk

Financial instruments that potentially could subject us to significant concentrations of credit risk consist
principally of notes receivable. As discussed in Note 5, a significant portion of our notes receivable at December 31,
2007 and 2006, are collateralized by properties in the West Harlem district of New York City. There are no other
significant concentrations of credit risk with respect to our notes receivable due to the large number of partnerships
that are borrowers under the notes and the geographic diversity of the properties that collateralize the notes.

Use of Estimates

The preparation of our consolidated financial statements in conformity with GAAP requires management to
make estimates and assumptions that affect the reported amounts included in the financial statements and
accompanying notes thereto. Actual results could differ from those estimates.

Reclassifications

Certain items included in the 2006 and 20035 financial statements amounts have been reclassified to conform to
the 2007 presentation. '

Note 3 — Real Estate and Partnership Acquisitions and Other Significant Transactions
Real Estate Acquisitions

During the year ended December 31, 2007, we completed the acquisition of 16 conventional properties with
approximately 1,300 units for an aggregate purchase price of approximately $217.0 million, including transaction

F-21




costs. Of the 16 properties acquired, ten are located in New York City, New York; two in Daytona Beach, Florida;
one in Park Forest, Illinois; one in Poughkeepsie, New York; one in Redwood City, California; and one in North
San Diego, California. The purchases were funded with cash, tax-free exchange proceeds, new debt and the
assumption of existing debt. ' :

During the year ended December 31, 2006, we completed acquisitions of nine properties (including one
property acquired by an unconsolidated joint venture), containing approximately 1,700 residential units for an
aggregate purchase price of approximately $177.0 million, including transaction costs. Of the nine properties
acquired, three are iocated in Pacifica, California; one in Chico, California; three in metro Jacksonville, Florida; one
in Tampa, Florida; and one in Greenville, North Carolina. The purchases were funded with cash, new debt and the
assumption of existing debt.

During 20035, we completed acquisitions of six properties (including Palazzo East at Park La Brea), containing
approximately 1,006 residential units and six retail spaces for an aggregate purchase price of approximately
$283.6 million, including transaction costs. Of the six properties acquired, four are located in the New York City
area, one in Los Angeles, and one in New Jersey. The purchases were funded with cash, new debt and the
assumption of existing debt.

Acquisitions of Partnership Interests

During the year ended December 31, 2007, we acquired limited partnership interests in 50 partnerships in
which our affiliates served as general partner. In connection with such acquisitions, we paid cash of approximately
$47 .4 million, including transaction costs. The cost of the acquisitions was approximately $43.6 million in excess of
the carrying amount of minority interest in such limited partnerships, which excess we generally assigned to real
estate.

Transactions Involving VMS National Properties Joint Venture

In Janvary 2007, VMS National Properties Joint Venture, or VMS, a consolidated real estate partnership in
which we held a 229 equity interest, refinanced mortgage loans secured by its 15 apartment properties. The existing
loans had an aggregate carrying amount of $110.0 million and an aggregate face amount of $152.2 million. The
$42.2 million difference between the face amount and carrying amount resulted from a 1997 bankruptcy settlement
in which the lender agreed to reduce the principal amount of the loans subject to VMS’s compliance with the terms
of the restructured loans. Because the reduction in the loan amount was contingent on future compliance,
recognition of the inherent debt extinguishment gain was deferred. Upon refinancing of the loans in January
2007, the existing lender accepted the reduced principal amount in full satisfaction of the loans, and VMS
recognized the $42.2 million debt extinguishment gain in earnings.

During the six months ended June 30, 2007, VMS sold eight properties to third parties for an aggregate gain of
$22.7 million. Additionally, VMS contributed its seven remaining properties to wholly-owned subsidiaries of
Aimco in exchange for consideration totaling $230.1 million, consisting primarily of cash of $21.3 million,
common OP Units with a fair value of $9.8 million, the assumption of $168.0 millicn in mortgage debt, and the
assumption of $30.9 million in mortgage participation liabilities. This total consideration included $50.7 million
related to our 22% equity interest in VMS. Exclusive of our share, the consideration paid for the seven properties
exceeded the carrying amount of the minority interest in such properties by $44.9 million. This excess consideration
is reflected in our consolidated balance sheet as an increase in the carrying amount of the seven properties.

Approximately $22.8 million of the $42.2 million debt extinguishment gain related to the mortgage loans that
were secured by the eight properties sold to third parties and is reported in discontinued operations for the year
ended December 31, 2007. The remaining. $19.4 million portion of the debt extinguishment gain related to the
mortgage loans that were secured by the seven VMS properties we purchased and is reported in our continuing
operations as gain on dispositions of unconsolidated real estate and other. Although 78% of the equity interests in
VMS were held by unrelated minority partners, no minority interest share of the gains on debt extinguishment and
sale of the properties was recognized in our earnings. As required by GAAP, we had in prior years recognized the
minority partners’ share of VMS losses in excess of the minority partners’ capital contributions. The amounts of
those previously recognized losses exceeded the minority partners’ share of the gains on debt extinguishment and
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sale of the properties; accordingly, the minority interest in such gains recognized in our earnings was limited to the
minority interest in the Aimco Operating Partnership. For the year ended December 31, 2007, the aggregate effect
of the gains on extinguishment of VMS debt and sale of VMS properties was to decrease loss from continuing
operations by $17.6 million ($0.18 per diluted share) and increase net income by $59.0 million ($0.59 per diluted
share).

During the three months ended December 31, 2007, VMS distributed its remaining cash, consisting primarily
of undistributed proceeds from the sale of its 15 properties (including properties sold to us). Of the $42.4 million of
cash distributed to the unrelated limited partners, $21.3 million represents the cash consideration we contributed in
exchange for the purchase of seven properties and is presented in purchases of partnership interests and other assets
in the consolidated statement of cash flows for the year ended December 31, 2007. The remainder of the cash
distributed to the unrelated limited partners is presented in payment of distributions to minority interest in the
consolidated statement of cash flows,

Flamingo South Beach Propérty

The Flamingo South Beach property consists of three towers. In connection with sale of the South Tower in
2006, the buyer paid to us a $5.0 million non-refundable payment for the option to acquire the 614-unit North Tower
between September 1, 2006, and February 28, 2007, and the 513-unit Central Tower between December 1, 2007,
and May 31, 2008. Pursuant to the purchase and sale agreement, the buyer paid to us an additional $1.0 million non-
refundable payment to extend the option period for the buyer’s purchase of the North Tower from February 28,
2007, to October 31, 2007, In accordance with Statement of Financial Accounting Standards No. 66, Accounting for
Sales of Real Estate, or SFAS 66, we deferred the recognition of the non-refundable payments. In September 2007,
the buyer terminated its rights under the option agreement. We have no further obligation under the option
agreement and, accordingly, recognized income of $6.0 million, or $5.5 million, net of tax, during the year ended
December 31, 2007, which is presented in gain on dispositions of unconsolidated real estate and other in the
accompanying consolidated statement of income.

Palazzo Joint Venture

In December 2007, we entered into a joint venture agreement with a third party investor which provides for the
co-ownership of three multi-family properties with 1,382 units located in West Los Angeles. Under the agreement,
we contributed three wholly-owned properties, The Palazzo at Park La Brea, The Palazzo East at Park La Brea and
The Villas at Park La Brea to the partnership, which we refer to as Palazzo, at a value of $726.0 million, or
approximately $525,000 per unit. Palazzo has existing property debt of approximately $296.0 million and an
implied equity value of approximately $430.0 million. We received $202.0 million from the investor in exchange
for an approximate 47% interest in Palazzo, of which approximately $7.9 million was vsed to fund escrows for
capital improvements and various operating requirements. We own the remaining interests in Palazzo, including a
managing interest, and will operate the properties in exchange for a property management fee and certain other fees
over the term of the partnership. ‘

We determined Palazzo is a VIE as defined by FIN 46R and that we are the primary beneficiary who should
consolidate this partnership. In accordance with SFAS 66, we deferred recognition of a gain on this transaction and
recognized the consideration received as an increase in minority interest in consolidated real estate partnerships.

Note 4 — Investments in Unconsolidated-Real Estate Partnerships

We owned general and limited partner interests in unconsolidated real estate partnerships owning approx-
imately 94, 102 and 264 prdperties at December 31, 2007, 2006 and 2005, respectively. We acquired these interests
through various transactions, including large portfolio acquisitions and offers to individual limited partners. Our
total ownership interests in these unconsolidated real estate partnerships ranges typically from less than 1% to 50%.
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The following table provides selected combined financial information for the unconsolidated real estate
~ partnerships in which we had investments accounted for under the equity method as of and for the years ended
December 31, 2007, 2006 and 2005 (in thousands):

2007 2006 2005
Real estaie, net of accumulated depreciation. .. ........... $128950 $146400 $ 763,219
Total assets . . . e e e 152,214 166,874 954,970
Secured and other notes payable ...................... 124,406 140,089 932,454
Total liabilities . ......... ... ... ... . . . . 168,573 199,082 1,248,450
Partners’ equity (deficat) . ...... ... . ... ... ... ... (16,359) (32,208) (293,480)
Rental and other property revenues . ................... 40,486 99,708 311,429
Property operating expenses. . . ............ ..., (20,630) (49,451) (177.970)
Depreciation eXPeNSE, . v v\ v e e e (9,692) (18,769) (63,056)
Interest @XPemsSe. . . .. oottt e e e (9,541 (24,146) (84,252)
Gain on sale . ... ... . e e — 2,980 106,465
Net income (10SS) . . . ... it e (3,875) (1,443) 82,123

The decreases in the 2007 and 2006 amounts relative to the 2005 amounts in the above table reflect dispositions
of real estate owned by the unconsolidated real estate partnerships and the consolidation of certain partnerships
previously accounted for under the equity method, including 156 partnerships consolidated in 2006 in connection
with the adoption of EITF 04-5.

As a result of our acquisition of interests in unconsolidated real estate partnerships at a cost in excess of the
historical carrying amount of the partnerships’ net assets, our aggregate investment in these partnerships at
December 31, 2007 and 2006 of $117.2 million and $39.0 million, respectively, exceeds our share of the underlying
historical partners’ deficit of the partnerships by approximately $120.4 million and $44.8 million, respectively.

Note 5 — Notes Receivable

The following table summarizes our notes receivable at December 31, 2007 and 2006 (in thousands):

2007 2006
Unconsolidated Unconsolidated

Real Estate Non- Real Estate Non-

Partnerships Affiliates Total Partnerships Affiliates Total
Par valuenotes . . ............ $30,155 $ 17,053 §$ 47,208 $40,055 $ 18,815 §$ 58,870
Discounted notes. . . .......... 10,045 127422 137,467 6,064 120,537 126,601
Allowance for loan losses ...... (5,014) (1,421) (6,435) (5,478) — (5,478)
Total notes receivable .. ....... $35,186 $143,054 $178,240 $40,641 $139,352 $179,993
Face value of discounted notes. . . $41,668 $142.062 $183.730 $41,781 $145,024 $186,805

Included in notes receivable from unconsolidated real estate partnerships at December 31, 2007 and 2006, are
$4.3 million and $6.0 million, respectively, in notes that were secured by interests in real estate or interests in real
estate partnerships. We earn interest on these secured notes receivable at various annual interest rates ranging
between 9.0% and 12.0% and averaging 11.2%.

Included in the notes receivable from non-affiliates at December 31, 2007 and 2006, are $87.6 million and
$87.6 million, respectively, in notes that were secured by interests in real estate or interests in real estate
partnerships. We eamn interest on these secured notes receivable at various annual interest rates ranging between
4.0% and 7.4% and averaging 7.2%. '

Notes receivable from non-affiliates at December 31, 2007 and 2006 include notes receivable totaling
$84.3 million and $81.6 million, respectively, from 31 entities (the “borrowers”) that are wholly owned by a single
individual. We originated these notes in November 2006 pursuant to a loan agreement that provides for total funding
of approximately $110 million, including $14.4 million for property improvements and an interest reserve, of which
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$6.2 million had not been funded as of December 31, 2007. The notes mature in November 2016, bear interest at
LIBOR plus 2.0%, are partially guaranteed by the owner of the borrowers, and are collateralized by second
mortgages on 87 buildings containing 1,597 residential units and 42 commercial spaces in West Harlem, New York
City. In conjunction with the loan agreement, we entered into a purchase option and put agreement with the
borrowers under which we may purchase some or all of the buildings and, subject to achieving specified increases in
rental income, the borrowers may require us to purchase the buildings. Our potential purchase of the buildings
pursuant to the purchase option and put agreement may ultimately require cash payments and/or assumption of first
mortgage debt totaling approximately $149.0 million to $216.0 million, in addition to amounts funded and
committed under the loan agreement, depending on rental income levels and real estate fair values. We determined
that the stated interest rate on the notes is a below-market interest rate and recorded a $19.4 million discount to
reflect the estimated fair value of the notes based on an estimated market interest rate of LIBOR plus 4.0%. The
discount was determined to be attributable 1o our real estate purchase option, which we recorded separately in other
assets. Accretion of this discount totaled $1.5 million in 2007 and is included in interest income. No accretion of this
discount was recorded in 2006. The unamortized potion of the purchase option asset will be included in the cost of
properties acquired pursuant to the option or otherwise be charged 10 expense.‘We determined that the borrowers are
VIEs and, based on qualitative and quantitative analysis, determined that the individual who owns the borrowers
and partially guarantees the notes is the primary beneficiary.

Notes receivable from non-affiliates also includes a note receivable totaling $42.9 million at December 31,
2007, representing a $50.0 million interest in Casden Properties LLC made in connection with the March 2002
acquisition of Casden Properties, Inc. The difference between the carrying amount of the note and the total
investment of $50.0 million represents.a discount that will be amortized as interest income, using a 13.3% imputed
effective interest rate, through the March 2009 maturity of the note.

Interest income from total non-impaired par value and certain discounted notes for the years ended
December 31, 2007, 2006 and 2005 totaled $11.7 million, $5.8 million and $19.2 million, respectively. For the
years ended Pecember 31, 2007, 2006 and 2005 we recognized accretion income on certain discounted notes of
approximately $3.4 million, $6.7 million and $2.5 million, respectively.

The activity in the allowance for loan losses in total for both par value notes and discounted notes for the years
ended December 31, 2007 and 2006, is as follows (in thousands):

2007 2006
Balance at beginning of year . ... .. ... ... . .. . 3(5.478)  5(4,890)
Provisions for losses on notes receivable . ... ........ ... .. ... .. ... ... (6.018)  (3,105)
Recoveries of losses onnotes receivable . .. ... ... ... ... ... ... ... ... 2.067 320
Net reductions due to consolidation of real estate partnerships and property
dispositions . ... .. ... e 2,994 2,197
Balance atend of year . ... .. ... .. ... .. ... 3(6,435) $(5.478)

During the years ended December 31, 2007 and 2006, we determined that an allowance for loan losses of
$4.0 million and $3.4 million, respectively, was required on certain of our par value notes that had carrying values of
$9.5 million and $9.0 million, respectively. The average recorded investment in the impaired par value notes for the
years ended December 31, 2007 and 2006 was $8.3 million and $7.0 million, respectively. The remaining
$37.7 million in par value notes receivable at December 31, 2007 is estimated to be collectible and, therefore,
interest income on these par value notes is recognized as it is earned.

As of December 31, 2007 and 2006, we determined that an allowance for loan losses of $2.4 million and
$2.0 million, respectively, was required on certain of our discounted notes that had carrying values of $3.4 million
and $4.4 million, respectively. The average recorded investment in the impaired discounted notes for the years
ended December 31, 2007 and 2006 was $3.4 million and $4.6 million, respectively.
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Note 6 — Secured Tax-Exempt Bond Financings, Property Loans Payable and Other Borrowings

The following table summarizes our secured tax-exempt bond financings at December 31, 2007 and 2006, the
majority of which is non-recourse to us {in thousands):

Weighted Average

Interest Rate Principal Outstanding
2007 2007 2006
Fixed rate secured tax-exempt bonds payable. . ... ... .. 5.59% $243,140  $295,532
Variable rate secured tax-exempt bonds payable........ 3.65% 698,415 631,420
TOMal . oo $941,555  $926,952

Fixed rate secured tax-exempt bonds payable mature at various dates through October 2045. Variable rate
secured tax-exempt bonds payable mature at various dates through December 2036. Principal and interest on these
bonds are generally payable in semi-gnnual installments or in monthly interest-only payments with balloon
payments due at maturity. Certain of our tax-exempt bonds at December 31, 2007, are remarketed periodically by a
remarketing agent to maintain a variable yield. If the remarketing agent is unable to remarket the bonds, then the
remarketing agent can put the bonds to us. We believe that the likelihood of this occurring is remote. At
December 31, 2007, our secured tax-exempt bond financings were secured by 71 properties with a combined
net book value of $1,430.2 million. As discussed in Note 2, certain fixed rate secured tax-exempt bonds payable
have been converted to variable rates using total rate of return swaps and are presented above as variable rate debt,

The following table summarizes our property loans payable at December 31, 2007 and 2006, the majority of
which are non-recourse to us (in thousands):

Weighted Average

Interest Rate Principal Qutstanding

] 2007 2007 2006
Fixed rate secured notes payable ... ............. 6.15% $5,467,650  $4,626,975
Variable rate secured notes payable ... ........... 6.45% 417,740 361,953
Secured notes credit facility . .. ................. 5.38% 154,780 109,988
Total . ... e $6,040,170  $5,098,916

Fixed rate secured notes payable mature at various dates through August 2053. Variable rate secured notes payable
mature at various dates through July 202 1. Principal and interest are generally payable monthly or in monthly interest-
only payments with balloon payments due at maturity. At December 31, 2007, our secured notes payable were secured by
563 properties with a combined net book value of $7,773.5 million. As discussed in Note 2, centain fixed rate secured
notes payable have been converted to variable rates using total rate of return swaps and are presented above as variable
rate debt.

We had a secured revolving credit facility that provided for borrowings of up to $250 million primarily to be used
for financing properties that we generally intended to hold for the intermediate term, as well as properties that were
designated for redevelopment. The interest rate on the notes provided through this facility was the Fannie Mae
Discounted Mortgage-Backed Security index plus 0.85% (for those loans with debt coverage ratios greater than or
equal to 1.70x} or 1.05% (for those loans with debt service coverage ratios less than .70x), which interest rates reset
monthly. Each such loan under this facility was treated as a separate borrowing and was collateralized by a specific
property, and none of the loans were cross-collateralized or cross-defaulted. This facility matured in September 2607.

We entered into a new secured revolving credit facility in September 2007 with a major life company that
provides for borrowings of up to $200 million. The primary function of the facility is to secure short-term fully pre-
payable non-recourse loans for a period of less than three years. The interest rate on the notes provided through the
facility is 30-day LIBOR plus 0.78%. Each loan under the facility is treated as a separate borrowing and is secured
by a specific property. None of the facility loans are cross-collateralized or cross-defaulted. This new facility
matures in September 2010.
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Our consolidated debt instruments generally contain covenants common to the type of facility or borrowing,
including financial covenants establishing minimum debt service coverage ratios and maximum leverage ratios. At
December 31, 2007, we were in material compliance with all financial covenants pertaining to our consolidated debt
instruments.

Other borrowings totaled $75.1 million and $67.7 mitlion at December 31, 2007 and 2006, respectively, and
consist primarily of unsecured notes payable and obligations under sale and leaseback arrangements accounted for
as financings. At December 31, 2007, other borrowings includes $66.5 miltion in fixed rate obligations with interest
rates ranging from zero to 10.0% and $8.5 million in variable rate obligations bearing interest at the prinie rate plus
1.75%. The maturity dates for other borrowings range from 2007 to 2039, although certain amounts are due upon
occurrence of specified events, such as property sales.

As of December 31, 2007, the scheduled principal amortization and maturity payments for our secured tax-
exempt bonds, secured notes payable and other borrowings are as follows (in thousands):’

Amortization Maturities ‘Tatal

2008 .. e e e e $126,770 $329,006 § 455,776
2009 L e e e 131,193 395,987 527,180
2000 e 137,171 506,230 643,401
2011 e 141,857 367,528 509,385
2002 L e 145,588 328,887 474 475
Thereafter . ....... i 4,446,565

$7.056,782

Note 7 — Term Loans and Credit Facility

We have an Amended and Restated Senior Secured Credit Agreement with a syndicate of financial institutions,
which we refer to as the Credit Agreement. In addition to Aimco, the Aimco Operating Partnership and an Aimco
subsidiary are also borrowers under the Credit Agreement.

During the year ended December 31, 2007, we amended various terms in our Credit Agreement which
included (i) an increase in aggregate commitments; (ii) a modification of the capitalization rate used in the
calculation of certain financial covenants; (iii) a modification to permit proceeds of loans under the Credit
Agreement to be used to repurchase equity interests of the borrowers, including our Common Stock, and provide
that the purchase of such equity interests is not restricted as long as no default or event of default under the Credit
Agreement exists; and (iv) elimination of the limitation on incurrence of indebtedness that is pari passu with the
Credit Agreement,

The Credit Agreement was expanded from total commitments of $850.0 million to $1.125 billion. Prior to the
amendments, the Credit Agreement was comprised of $400.0 million in term loans and $450.0 million of revolving loan
commitments. In connection with the amendments, we obtained an additional term loan of $75.0 million with a one year
term and pricing equal to LIBOR plus 1.375%, or a base rate at our option, and additional revolving loan commitments
totaling $200.0 million with the same maturity and pricing as the existing revolving loan commitments. We imay extend
the $75.0 million term loan for one year, subject to the satisfaction of certain conditions including the payment of a
12.5 basis point fee on the amount of the term loan then outstanding. We are also permitted to increase the aggregate
commitments (which may be revolving or term loan commitments} by an amount not to exceed $175.0 million, subject
to receipt of commitments from lenders and other customary conditions. ’

The Credit Agreement includes customary financial covenants, including the maintenance of specified ratios
with respect to total indebtedness to gross asset value, total secured indebtedness to gross asset value, aggregate
recourse indebtedness to gross asset value, variable rate debt to total indebtedness, debt service coverage and fixed
charge coverage; the maintenance of a minimum adjusted tangible net worth; and limitations regarding the amount
of cross-collateralized debt. The Credit Agreement includes other customary covenants, including a restriction on
distributions and other restricted payments, but permits distributions during any four consecutive fiscal quarters in
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an aggregate amount of up to 35% of our funds from operations for such period or such amount as may be necessary
to maintain our REIT status. We were in compliance with all such covenants as of December 31, 2007,

The lenders under the Credit Agreement may accelerate any outstanding loans if, among other things: we fail
to make payments when due (subject to applicable grace periods); material defaults occur under other debt
agreements; certain bankruptcy or insolvency events occur; material judgments are entered against us; we fail to
comply with certain covenants, such as the requirement to deliver financial information or the requirement to
provide notices regarding material events (subject to applicable grace periods in some cases); indebtedness is
incurred in violation of the covenants; or prohibited liens arise.

At December 31, 2007, the term loans had an outstanding principal batance of $475.0 miltion and a weighted
average interest rate of 6.38%. At December 31, 2007, the revolving loan commitments were $650.0 million and
had no outstanding principal balance. The amount available under the revolving loan commitments at December 31,
2007, was $606.5 million (after giving effect to $43.5 million outstanding for undrawn letters of credit issued under
the revolving loan commitments).

Note 8 — Commitments and Contingencies
Commitments

In connection with our redevelopment and capital improvement activities, we have commitments of approx-
imately $152.0 million related to construction projects, most of which we expect to incur within one year.
Additionally, we enter into certain commitments for future purchases of goods and services in connection with the
operations of our properties. Those commitments generally have terms of one year or less and reflect expenditure
levels comparable to our historical expenditures.

We have committed to fund an additional $6.2 million in second mortgage loans on certain properties in
West Harlem in New York City. In certain circumstances, we also could be required to acquire the properties for
cash and/or assumption of first mortgage debt totaling approximately $149.0 million to $216.0 million, in addition
to amounts funded and committed under the related loan agreement.

Tax Credit Arrangements

We are required to manage certain consolidated real estate partnerships in compliance with various laws,
regulations and contractual provisions that apply to our historic and low-income housing tax credit syndication
arrangements. In some instances, noncompliance with applicable requirements could result in projected tax benefits
not being realized and require a refund or reduction of investor capital contributions, which are reported as deferred
income in our consolidated balance sheet, until such time as our obligation to deliver tax benefits is relieved. The
remaining compliance periods for our tax credit syndication arrangements range from less than one year to 15 years.
We do not anticipate that any material refunds or reductions of investor capital contributions will be required in
connection with these arrangements.

Legal Matters

In addition to the matters described below, we are a party to various legal actions and administrative
proceedings arising in the ordinary course of business, some of which are covered by our general liability insurance
program, and none of which we expect to have a material adverse effect on our consolidated financial condition,
results of operations or cash flows.

Limited Partnerships

In connection with our acquisitions of interests in real estate partnerships, we are sometimes subject to legal
actions, including allegations that such activities may involve breaches of fiduciary duties to the partners of such
real estate partnerships or violations of the relevant partnership agreements. We may incur costs in connection with
the defense or settlement of such litigation. We believe that we comply with our fiduciary obligations and relevant
partnership agreements. Although the outcome of any litigation is uncertain, we do not expect any such legal actions
to have a material adverse effect on our consolidated financial condition, results of operations or cash flows.

F-28




Environmental

Various Federal, state and local laws subject property owners or operators to liability for management, and the
costs of removal or remediation, of certain hazardous substances present on a property. Such laws often impose
liability without regard to whether the owner or operator knew of, or was responsible for, the release or presence of
the hazardous substances. The presence of, or the failure to manage or remedy properly, hazardous substances may
adversely affect occupancy at affected apartment communities and the ability to sell or finance affected properties.
In addition to the costs associated with investigation and remediation actions brought by government agencies, and
potential fines or penalties imposed by such agencies in connection therewith, the presence of hazardous substances
on a property could result in claims by private plaintiffs for personal injury, disease, disability or other infirmities.
Various laws also impose liability for the cost of removal, remediation or disposal of hazardous substances through
a licensed disposal or treatment facility. Anyone who arranges for the disposal or treatment of hazardous substances
is potentially liable under such laws. These laws often impose liability whether or not the person arranging for the
disposal ever owned or operated the disposal facility. In connection with the ownership, operation and management
of properties, we could potentially be liable for environmental liabilities or costs associated with our properties or
properties we acquire or manage in the future.

We have determined that our legal obligations to remove or remediate hazardous substances may be
conditional asset retirement obligations as defined in FASB Interpretation No. 47, Conditional Asset Retirement
Obligations. Except in limited circumstances where the asset retirement activities are expected to be performed in
connection with a planned construction project or property casualty, we believe that the fair value of our asset
retirement obligations cannot be reasonably estimated due to significant uncertainties in the timing and manner of
settlement of those obligations. Asset retirement obligations that are reasonably estimable as of December 31, 2007,
are immaterial to our consolidated financial condition, results of operations and cash flows.

Mold

We have been named as a defendant in lawsuits that have alleged personal injury and property damage as a
result of the presence of mold. In addition, we are aware of lawsuits against owners and managers of multifamily
properties asserting claims of personal injury and property damage caused by the presence of mold, some of which
have resulted in substantial monetary judgments or settlements, We have only limited insurance coverage for
property damage loss claims arising from the presence of mold and for personal injury claims related to mold
exposure. We have implemented policies, procedures, third-party audits and training, including a detailed moisture
intrusion and mold assessment during acquisition due diligence. We believe these measures will prevent or
eliminate mold exposure from our properties and will minimize the effects that mold may have on our residents. To
date, we have not incurred any material costs or liabilities relating to claims of mold exposure or to abate mold
conditions. Because the law regarding mold is unsettled and subject to change, we can make no assurance that
liabilities resulting from the presence of or exposure to mold will not have a material adverse effect on our
consolidated financial condition, results of operations or cash flows.

Operating Leases

We are obligated under office space and equipment non-cancelable operating leases. In addition, we sublease
certain of our office space to tenants under non-cancelable subleases. Approximate minimum annual rentals under
operating leases and approximate minimum payments to be received under annual subleases are as follows (in

. thousands):

Operaling Lease Sublease

Obligations Receivables

2008 . e e e $ 9,001 $1,040
2000 . . e e e 7.329 597
2000, 6,437 597
200, e e e 5,309 _
2002 e e 4,905 —
Therealter . .. ... . e e e e 6,687

Total. . e e $39,668 2,234




Substantially all of the office space and equipment subject to the operating leases described above are for the
use of our corporate offices and regional operating centers. Rent expense recognized totaled $9.8 million,
$8.9 million, and $7.4 million for the years ended December 31, 2007, 2006 and 2005, respectively. Sublease
receipts that offset rent expense totaled approximately $1.3 million, $1.3 million and $0.7 million for the years
ended December 31, 2007, 2006 and 2005, respectively.

Note 9 — Income Taxes

Deferred income taxes reflect the net effects of temporary differences between the carrying amounts of assets
and liabilities of the taxable REIT subsidiaries for financial reporting purposes and the amounts used for income tax
purposes. Significant components of our deferred tax liabilities and assets are as follows (in thousands).

2007 2006
Deferred tax liabilities:
Partnership differences .. ....... .. 0. e $59,419 347,149
Depreciation . . ... .o it e 2,441 7,729
Deferred revenue . . . .. P 4,794 —
13T 40 . 85
Total deferred tax liabilities. . .. ......................... T $66,694  $54,963
Deferred tax assets:
Net operating, capital and other loss carryforwards. .. ................. $49,302  $20,995
Receivables. . . ... . i e e e e 6,321 5,879
Accrued liabilities . .. ... .. L e e 9,730 5,010
Accrued INErest BXPENSE . . . . . .ottt t it e e 917 978
Intangibles — management contracts . . ... ... ..ol 5,632 8,293
Tax credit carryforwards . .. ... ... ... e e 7,011 9,878
OTheT . .. e 2,207 1,424
Total deferred tax assels ... ... .o it et e 81,120 52,457
Valuation allowance for deferred tax assets . .......................... — {1,873)
Deferred tax assets, net of valuation allowance . .................. e 81,120 50,584
Net deferred income tax assets (liabilities) . .. ........... ... ... ... ...... $14426  $(4,379)

At December 31, 2006, we maintained a $1.9 million valuation allowance for deferred tax assets primarily
related to previously unrecognized alternative minimum tax credits that were generated by predecessor entities. As
a result of our implementation of FIN 48 on January 1, 2007, we reclassified the $1.9 million deferred tax asset as an
unrecognized tax benefit and removed the corresponding valuation allowance. As of December 31, 2007, we
determined a valuation allowance for our deferred tax assets was not necessary based on a determination that it was
more likely than not that such assets will be realized prior to their expiration. This determination included the
evaluation of prudent and feasible tax planning strategies that are available to us.

A reconciliation of the beginning and ending balance of our unrecognized tax benefits from January i, 2007,
the date on which we adopted FIN 48, is presented below:

Balance at January 1, 2007. . . .. oo e $3,118
Reductions as a result of the lapse of applicable statutes . .. ...................... (189)
Additions based on tax positions related tothe current year . ... ............ ... ..., 36

Balance at December 31, 2007 . . ... ... ... e $2,965

We do not anticipate any material changes in existing unrecognized tax benefits during the next 12 months.
Because the statute of limitations has not yet elapsed, our Federal income tax returns for the year ended
December 31, 2004, and subsequent years and certain of our State income tax returns for the year ended
December 31, 2002, and subsequent years are currently subject to examination by the Internal Revenue Service
or other tax authorities.
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As aresult of SFAS 123R, our deferred tax assets at December 31, 2007 and 2006 do not include $5.2 million
and $2.2 million, respectively, of excess tax benefits from employee stock option exercises and vested restricted
stock awards that are a component of our net operating loss carryforwards. Additional paid-in capital will be
increased by $5.2 million if and when such excess tax benefits are ultimately realized.

Significant components of the provision (benefit) for income taxes are as follows and are classified within
other expenses (income), nel in continuing operations and income from discontinued operations, net in our
statements of income for 2007, 2006 and 2005 (in thousands):

2007 2006 2005

Current:

Federal ..o e e e $ 20 % 5380 § 3412

St . e e e 1,938 1,272 1,590
TOtal CUMTENE | v vttt vt e e e e e et e e ey e e 1,958 6,652 5,002
Deferred:

Federal .. ... ... ... . . . . {17,816) 13,197 (17,303)

State ........... S (1,833) 1,698 (1,843)
Total deferred . ...... .. ... ... i {19,649} 14,895 (19,146)
Total provision (benefit). .. ............ ... ... .. ....... 517,691y § 21,547  $(14,144)
Classification:

Continuing Operations. . .. . .« .ot o it e, $(19,760) $(11,020) $(15,229)

Discontinued operations . . ... ... $ 2,069 $3257 $ 1,085

Consolidated income (loss) subject to tax, consisting of pretax income of our taxable REIT subsidiaries and
gains on certain property sales that are subject to income tax under section 1374 of the Internal Revenue Code, is
$(41.5) million for 2007, $53.3 million for 2006, and $(36.9) million for 2005. The reconciliation of income tax
attributable to continuing and discontinued operations computed at the U.S. statutory rate to income tax expense
{benefit) is shown below (dollars in thousands):

2007 2006 2005

Amount Percent Amount Percent Amount Percent

Tax at U.S. statutory rates on consolidated
income (loss) subjecttotax . ........... $(14,508) 35.0% $18,639 35.0% $(12,922)  35.0% .

State income tax, net of Federal tax benefit . . 106 (0.3)% 3,038 5.7% (233) 0.7%
Effect of permanent differences. ... ....... (306) 0.7% (130) (0.2)% (69 0.2%
Write off of excesstax basis . . . .......... (2.983) 7.2% —_— 0.0% — 0.0%
Increase (decrease) in valuation allowance . . . — _0.0% —_ _0.0% (500) 24%

$(17,691)  42.6% $21,547  40.5% $(14,144) 38.3%

Income taxes paid totaled approximately $3.0 miilion, $9.8 million and $4.8 million in the years ended
December 31, 2007, 2006 and 2005, respectively.

At December 31, 2007, we had net operating loss carryforwards (NOLs) of approximately $132.0 million for
income tax purposes that expire in years 2023 to 2027. Subject to certain separate return limitations, we may use
these NOLs to offset all or a portion of taxable income generated by our taxable REIT subsidiaries. We generated
approximately $76.2 million of NOLs during the year ended December 31, 2007, due to losses from our taxable
subsidiaries. Additionally, our low-income housing and rehabilitation tax credit carryforwards as of December 31,
2007, were approximately $6.9 millien for income tax purposes that expire in years 2012 to 2027. We had
approximately $0.6 million of alternative minimum tax (AMT) credit carryforwards available at December 31,
2007, subsequent to the application of a FIN 48 uncertain tax position discussed above. These AMT credit
carryforwards do not expire and can be used to offset future regular tax liabilities.
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For income tax purposes, dividends paid to holders of Common Stock primarily consist of ordinary income,
return of capital, capital gains, qualified dividends and unrecaptured Sec. 1250 gains, or a combination thereof. For
the years ended December 31, 2007, 2006 and 2005, dividends per share held for the entire year were estimated to be
taxable as follows:

2007(1)(4) 2006(2)(4) 2005(334)

Amount Percentage Amount Percentage Amount Percentage
Ordinary income .. ................. $0.78 18% . $0.05 2% $0.21 1%
Returnof capital . . ................. — — — — — —
Capital gains . ... .................. 2.31 54% 1.05 44% 1.44 48%
Qualified dividends . ................ 0.10 2% 0.05 2% 0.24 8%
Unrecaptured Sec.1250 gain. .......... 1.12 _26% 1.25 _32% 1.11 _37%

$4.31 100%  $2.40 100%  $3.00 100%

(1) On December 21, 2007, our Board of Directors declared a special dividend of $2.51 per common share for the
quarter ended December 31, 2007, that was paid on Janvary 30, 2008, to stockholders of record on
December 31, 2007. A portion of the special dividend represented an early payment of the regular quarterly
dividend of $0.60 per share that would otherwise have been paid in February 2008. Pursuant to certain
provisions within the Internal Revenue Code, this dividend was deemed paid by us and received by our
shareholders in 2007,

(2} On December 19, 2006, our Board of Directors declared a quarterly cash dividend of $0.60 per common share
for the quarter ended December 31, 2006, that was paid on January 31, 2007, to stockholders of record on
December 31, 2006, Pursuant to certain provisions within the Internal Revenue Code, this dividend was deemed
paid by us and received by our shareholders in 2006.

(3) On December 28, 2003, our Board of Directors declared a quarterly cash dividend of $0.60 per common share
for the quarter ended December 31, 2005, that was paid on January 31, 2006, to stockholders of record on
December 31, 2005, Pursuant to certain provisions within the Internal Revenue Code, this dividend was deemed
paid by us and received by our shareholders in 2005. )

(4) Per share amounts presented for income tax purposes above are based on the holders of record at the dates of the
declarations and have not been retroactively adjusted for the effect of the special dividend discussed in Note 1.

Note 10 — Transactions Involving Minority Interest in Aimco Operating Partnership
Preferred OP Units

Various classes of preferred OP Units of the Aimco Operating Partnership are outstanding. Depending on the
terms of each class, these preferred OP Units are convertible into common OP Untts or redeemable for Common
Stock and are paid distributions varying from 5.9% to 9.6% per annum per unit, or equal to the dividends paid on
Common Stock based on the conversion terms. As of December 31, 2007 and 2006, a total of 3.3 million preferred
OP Units were outstanding with redemption values of $89.1 million and $89.2 million, respectively. At
December 31, 2007 and 2006, a total of 3.2 million of these preferred OP Units with redemption values of
$86.2 million and $86.3 million, respectively, were redeemable into approximately 2.5 million and 1.6 million
shares of Common Stock, respectively.

During the years ended December 31, 2007 and 2006, approximately 1,800 and 7,600 preferred OP Units were
tendered for redemption in exchange for approximately 900 and 3,700 shares of Common Stock, respectively.
During the years ended December 3!, 2007 and 2006, there were approximately 2,200 and 31,100 preferred
OP Units tendered for redemption in exchange for cash, respectively.

Common OP Units

We completed tender offers for limited partnership interests resulting in the issvance of approximately 55,400
and 300 common OP Units in 2007 and 2006, respectively. Approximately 55,100 of the common OP Units issued
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in 2007 were to unrelated limited partners in VMS in connection with our purchase of seven properties from the
partnership, as discussed in Note 3.

During the years ended December 31, 2007 and 2006, approximately 39,000 and 110,000 common OP Units,
respectively, were redeemed in exchange for cash, and approximately 470,000 and 94,000 common OP Units,
respectively, were redeemed in exchange for shares of Common Stock.

High Performance Units

From 1998 through 2005, the Aimco Operating Partnership issued various classes of High Performance Units,
or HPUs, as follows: 1998 — Class I HPUs; 2001 — Class I1 HPUs, Class 111 HPUs, and Class 1V HPUs; 2002 —
Class V HPUs; 2003 — Class VI HPUs; 2004 — Class VII HPUs; 2005 — Class VII1 HPUs; and 2006 — Class IX
HPUs, These HPUs were issued to limited liability companies owned by certain members of our senior manage-
ment (and independent directors in the case of Class I HPUs only) in exchange for cash in amounts that we
determined, with the assistance of a nationally recognized independent valuation expert, to be the fair value of the
HPUs. The terms of the HPUs provide for the issuance, following a measurement period of generally three years
(one year in the case of Class 11 HPUs and two years in the case of Class II HPUs), of an increased number of HPUs
depending on the degree, if any, to which certain financial performance benchmarks are achieved over the
applicable measurement period. The holders of HPUs at the conclusion of the measurement period receive the same
amount of distributions that are paid to holders of an equivalent number of the Aimco Operating Partnership’s
outstanding common OP Units. Prior to the end of the measurement period, the limited liability company holders of
HPUs receive only nominal distributions. If the specified minimum benchmarks are not achieved at the conclusion
of the applicable measurement period, the HPUs have only nominal value and may be reacquired by the Aimco
Operating Partnership for a nominal amount.

The following table sets forth information for HPUs outstanding as of December 31, 2007:

Gross End of Qutstanding Units
Year of Preceeds Measurement at December 31,
Class of HPLis Issuance {thousands) Period 2007
ClassI...... ... ... .. ... ... ..... 1998 $2,070 12/31/2000 2,379,084
Class VI . ........................ 2005 780 12/31/2007 5.000
Class IX. . ... ... i i 2006 875 12/31/2008 5.000

The minimum performance benchmarks were not achieved for HPU Classes 11, I, IV, V, VI, VI and VIl
Accordingly, those HPUs had only nominal vatue at the conclusion of the related measurement period and, except
for the 5,000 Ciass VIII HPUs, were reacquired by the Aimco Operating Partnership and cancelled. At
December 31, 2007, performance benchmarks for the Class IX HPUs had not been achieved if the related
measurement period had ended on that date. '

In determining the value of the histerical HPUs, we used a discounted cash flow valuation methodology
supported by a nationally recognized independent valuation expert. This discounted cash flow methodology used a
24% discount rate applied to probability-adjusted cash flows reflecting possible distribution outcomes. Using that
methodology, we determined the fair value of HPUs as follows: Class V HPUs $1,066,000, Class VI HPUs
$985,000, Class VII HPUs $915,000, Class VIII HPUs $780,000 and Class IX HPUs $875,000. We have evaluated
an alternative methadology that (1} assumes an investor receives shares of Aimco common stock in the event that
the performance hurdles are met at the end of the measurement period, (2) uses a discount rate for the three year
measurement period of approximately 30%, and (3) applies a liquidity discount of 25% to reflect that the HPUs are
illiquid securities absent a change of control of Aimco. Applying this alternative methodology results in an
effectively lower net discount rate than the rate used in the discounted cash ﬂow methodology and, as a result, the
value of those HPUs would have been as follows:

Class V HPUs $1,696,000, Class VI HPUs $1,496,000, Class VIl HPUs $1,867,000, Class VIII HPUs
$1,772,000 and Class IX HPUs $2,042,000. Using the alternative methodology resulted in a higher valuation than
the discounted cash flow methodology based on the use of assumed common stock prices in conjunction with the
discount rate and liquidity discount discussed above. Accordingly, after taking into account the percentage of each
program subscribed and the unamortized portion of the Class VIII and Class IX HPUs, we recorded a cumulative
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adjustment of $2.9 million in the year ended December 31, 2006, to reflect the difference between these two
methodologies. The $2.9 million correction is also due to a change in the assumptions of the discount rates used to
value Class V HPUs through Class IX HPUs.
Note 11 — Stockholders’ Equity

Preferred Stock

At December 31, 2007 and 2006, we had the following classes of preferred stock outstanding:

Balance
Annual Dividend December: 31,
. Redemption Cenversion Rate Per Share 2007 2006

Perpetual: Date(l) Price {paid quarterly) (thousands) (thousands)
Class G Cumulative Preferred Stock, $0.01 par value, 4,050,000 shares

authorized, 4,050,000 shares issued and outstanding . . ... ... ... 07/15/2008 — 9.3750% $101,000 $101,000
Class T Cumulative Preferred Stock. $0.01 par value, 6,000,000 shares

authorized, 6,000,000 shares issued and outstanding . . . . . ... ... 0713172008 — 8.000% 150,000 150,000
Class U Cumulative Preferred Stock, $0.01 par value, 8,000,000 shares

authorized, 8,000,000 shares issued and outstanding . . ... ... ... 0312412009 — 7.750% 200,000 200,000
Class V Cumulative Preferred Stock, $0.01 par value, 3,450,000 shares

authorized, 3,450,000 shares issued and outstanding . . .. ... .... 09/29/2009 — 8.000% 86,250 86,250
Class Y Cumulative Preferred Stock, $0.01 par value, 3,450,000 shares

authorized, 3,450,000 shares issued and outstanding . . ... ... ... 1212172009 — 7.875% 86,250 86,250
Series A Communily Reinvestment Act Preferred Stock, $0.01 par

value per share, 240 shares authorized, 200 shares issued and

outstanding(2) . ..., ... 063042011 — 2) 100,000 100,000

723,500 723,500

Convertible(3):

Class W Cumulative Convertible Preferred Stock, $0.01 par value,
1,904,762 shares authorized, zero and 1,904,762 shares issved and

outstanding at December 31, 2007 and 2006, respectively(d) .. ... 0973072007 $52.50 8.100% — 100,000
— 100,000
Tota] L L $723.500 $823,500

{1) All classes of preferred stock are redeemable at our option on and after the dates specified.

(2) On June 29, 2006, we sold 200 shares of our Series A Community Reinvestment Act Perpetual Preferred Stock,
$0.01 par value per share, or the CRA Preferred Stock, with a liquidation preference of $500,000 per share, for
net proceeds of $97.5 million. For the period from June 29, 2006, the date of original issuance, through
March 31, 2015, the dividend rate is a variable rate per annum equal to the Three-Month LIBOR Rate {as
defined in the articles supplementary designating the CRA Preferred Stock) plus 1.25%, calculated as of the
beginning of each quarterly dividend period. The rate at December 31, 2007 and 2006 was 6.38% and 6.62%,
respectively. Upon liquidation, holders of the CRA Preferred Stock are entitled to a preference of $500,000 per
share, plus an amount equal to accumulated, accrued and unpaid dividends, whether or not earned or declared.
The CRA Preferred Stock ranks prior to our Common Stock and on the same level as our cutstanding shares of
preferred stock, with respect to the payment of dividends and the distribution of amounts upon liguidation,
dissolution or winding up. The CRA Preferred Stock is not redeemable prior to June 30, 2011, except in limited
circumstances refated to REIT qualification. On and after June 30, 2011, the CRA Preferred Stock is
redeemable for cash, in whole or from time to time in part, at our option, at a price per share equal to the
liquidation preference, plus accumulated, accrued and unpaid dividends, if any, to the redemption date.

(3) The Articles Supplementary set forth the relative rights and preferences of the Class W Cumulative Convertible
Preferred Stock, or the Class W Preferred Stock, and as shown above, the dividend rate is the rate specified in
the articles supplementary for the Class W Preferred Stock. Such rate can be increased to the rate of the
dividends paid on the number of shares of Common Stock into which a share of such preferred security is
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convertible. The initial conversion price of the Class W Preferred Stock was in excess of the fair market value of
a share of Common Stock on the date on which the purchaser of the class agreed to purchase such securities.

(4) On September 30, 2007, we redeemed all 1,904,762 million shares outstanding of the 8.1% Class W Preferred Stock
for a total redemption price of $34.61 per share, which included a redemption price per share of $53.53 (which was
102% of the $52.50 per share liquidation preference) plus approximately $1.06 per share in respect of accumulated,
accrued and unpaid dividends through September 30, 2007. In accordance with EITF Topic D-42, The Effect on the
Calculation of Earnings per Share for the Redemption or Induced Conversion of Preferred Stock, the $2.0 million
excess of the redemption price over the carrying value (the 2% redemption premium) and $0.6 million of issuance costs
previously recorded as a reduction of additional paid-in capital are reflected as a reduction of income attributable to
common shareholders for purposes of calculating eamings per share for the year ended December 31, 2007,

All classes of preferred stock are pari passu with each other and are senior to Common Stock. The holders of
each class of preferred stock are generally not entitled to vote on matters submitted to stockholders. Dividends on all
shares of preferred stock are subject to declaration by our Board of Directors. All of the above outstanding classes of
preferred stock have a liquidation preference per share of $25, with the exception of the CRA Preferred Stock,
which has a liquidation preference per share of $500,000.

During the year ended December 31, 2006, we redeemed for cash all 2.53 million shares outstanding of the
10.1% Class Q Cumulative Preferred Stock and all 6.94 million shares outstanding of the 10% Class R Cumulative
Preferred Stock, which resulted in $2.5 million and $4.3 million, respectively, of related preferred stock issuance
costs being deducted in determining 2006 net income attributable to common stockholders. During the year ended
December 31, 2006, we also redeemed for cash all 2.0 million shares outstanding of the 8.5% Class X Cumulative
Convertible Preferred Stock, which resulted in $0.1 million of related preferred stock issuance costs being deducted
in determining 2006 net income attributable to commen siockholders.

The dividends paid on each class of preferred stock classified as equity in the years ended December 31, 2007,
2006 and 2005 are as follows (in thousands, except per share data):

2007 2006 2005
Amount Total Amount Total Amount Tota)
Per Amount Per Amount Per Amount
Class of Preferred Stock Share(l) Pald Share(l) Paid Share(1) Paid
Perpetual:
Class D . . e e e e e 5 — 38 — & — 5 — $0.5%(2) § 736
LT 2.34 9,492 234 9,492 .34 9,492
Class ) . e e e e L — — 0.67(3) 1,686 253 6.388
LT — — 1.4%(3) 10,361 2.50 17,350
Class T. . L e e e e e 2.00 12,000 200 12,000 2.00 12,000
Class U . o e e e e e 1.94 15,500 1.94 15,500 1.94 15,500
L0 2.00 6,900 2.00 6,900 2.05(4) 7,207
Class Y. . . e e e, 1.97 6,792 1.97 6,792 1.6K(5) 5,547
Series ACRA, . .. ... .. N 41,661 8,316 8.720(6) 1,744 — —
59,000 64,475 74,220
Convertible:
Class W e e 4.25(8) 8,100 4.25 8,100 4.25(7 8.100
Class K o e e e e e e e e _— — L06(3) 2,125 21Ty 4,262
8,100 10,225 12,362
Total L e e e e e $67.100 $74,700 $86.582

(1) Amounts per share are calculated based on the number of preferred shares outstanding either at the end of each
year or as of conversion or redemption date, as noted.

(2) For the period from January 1, 2003, to the date of redemption. '

(3) For the period from January 1, 2006, to the date of redemption.

{4) For the period from September 29, 2004, (date of issuance) to December 31, 2005.
(5) For the period from December 21, 2004, (date of issuance) to December 31, 2005,
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(6) For the period from June 29, 2006, (date of issuance) to December 31, 2006.
(7) For the period from September 30, 2004, (date of issuance) to December 31, 2005.
(8) For the period from January 1, 2007, to the date of redemption. '

Common Stock

On December 21, 2007, our Board of Directors declared a special dividend of $2.51 per share payable on
January 30, 2008 to holders of record of our Common Stock on December 31, 2007, Stockholders had the option to
elect to receive payment of the special dividend in cash, shares or a combination of cash and shares, except that the
aggregate amount of cash payable to all stockholders in the special dividend was limited to $55.0 million plus cash
paid in lieu of fractional shares. The special dividend, totaling $232.9 rpillioh, was paid on 92,795,891 shares issued
and outstanding on the record date, which included 416,140 shares held by certain of our consolidated subsidiaries.
Approximately $177.9 million of the special dividend was paid through the issuance of 4,594,074 shares of
Common Stock (including 20,339 shares issued to consolidated subsidiaries holding our shares), which was
determined based on the average closing price of our Common Stock on January 23-24, 2008, or $38.71 per share.

_After elimination of the effect of shares held by consolidated subsidiaries, the special dividend totaled
$231.9 million. Approximately $177.1 million of the special dividend was paid through the issuance of
4,573,735 shares of Common Stock (excluding 20,339 shares issued to our consolidated subsidiaries) to holders
of 92,379,751 shares of our Common Stock on the record date (excluding 416,140 shares held by certain of our
consolidated subsidiaries), representing an increase of approximately 4.95% to the then outstanding shares. The
effect of the issuance of additional shares of Common Stock pursuant to the special dividend has been retroactively
reflected in each of the historical periods presented as if those shares were issued and outstanding at the beginning of
the earliest period presented; accordingly all activity including share issuances, repurchases and forfeitures have
been adjusted to reflect the 4.95% increase in the number of shares, except in limited instances where noted.

During 2007 and 2006, we issued approximately 62,000 shares and 27,000 shares, respectively, of Common
Stock to certain non-executive officers who purchased the shares at market prices. In exchange for the shares
purchased, the officers executed notes payable totaling $2.7 million and $1.1 million, respectively. These notes,
which are 25% recourse to the borrowers, have a 10-year maturity and bear interest either at a fixed rate of 6%
annually or a floating rate based on the 30-day L.IBOR plus 3.85%, which is subject to an annual interest rate cap of
typically 7.25%. Total payments in 2007 and 2006 on all notes from officers were $1.7 million and $21.8 million,
respectively. In 2007 and 2006, we reacquired approximately 9,000 and 11,000 shares of Common Stock from
officers in exchange for the cancellation of related notes totaling $0.3 million and $0.5 million, respectively.

In addition, in 2007 and 2006, we issued approximately 323,000 and 637,000 restricted shares of Common
Stock, respectively, to certain officers and employees. The restricted stock was recorded at the fair market value of
the Common Stock on the date of issuance. These shares of restricted Common Stock may not be sold, assigned,
transferred, pledged, hypothecated or otherwise disposed of and are subject to a risk of forfeiture prior to the
expiration of the applicable vesting period (typically ratably over a period of three to five years). Certain shares of
restricted stock issued during 2006 and 2005 are subject to accelerated vesting upon the achievement of a specified
calendar year performance measure target.

In 2007 and 2006, we purchased on the open market approximately 7.8 million and 2.4 million shares of
Common Stock, respectively, at an average price per share of approximately $41.86 and $49.78, respectively. In
2005, we did not repurchase any shares of Common Stock.

Registration Statements

As of December 31, 2007, under our shelf registration statement, which was declared effective in April 2004,
we had available for issuance approximately $877.0 million of debt and equity securities, and the Aimco Operating
Partnership had available for issuance $500.0 million of debt securities. At January 30, 2008, following the issuance
of additional shares of Common Stock pursuant to the special dividend discussed above, we had available for
issuance approximately $699.1 million of debt and equity securities.
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Note 12 — Share-Based Compensation and Employee Benefit Plans
Stock Award and Incentive Plan

We adopied the Apartment Investment and Management Company 1997 Stock Award and Incentive Plan, or the 1997
Plan, to attract and retain officers, key employees and independent directors. The 1997 Plan reserved for issuance a
maximum of 20 million shares, which may be in the form of incentive stock options, non-qualified stock options and
restricted stock, or other types of awards as authorized under the 1997 Plan. The 1997 Plan expired on April 24, 2007. On
April 30, 2007, the 2007 Stock Award and Incentive Plan was approved as successor to the 1997 Plan. The 2007 Plan
reserves for issuance a maximum of three million shares, which may be in the form of incentive stock options, non-qualified
stock options and restricted stock, or other types of awards as authorized under the 2007 Plan. Pursuant to the anti-dilution
provisions of the 2007 Plan, the number of shares reserved for issuance has been adjusted to reflect the special dividend
discussed in Note 1. At December 31, 2007, there were approximately 2.4 million shares available to be granted. The 2007
Plan is administered by the Compensation and Human Resources Committee of the Board of Directors. In the case of
incentive stock options, the exercise price of the options granted may not be less than the fair market value of Common
Stock at the date of grant. The term of the incentive and non-qualified options is generally ten years from the date of grant.
The options fypically vest over a period of one to five years from the date of grant. We generally issue new shares upon
exercise of options. Restricted stock awards typically vest over a period of three to five years.

Prior to 2006, we applied the accounting provisions of Statement of Financial Accounting Standards No. 123,
Accounting for Stock-Based Compensation, or SFAS 123, as amended by Statement of Financial Accounting
Standards No. 148, Accounting for Stock-Based Compensation — Transition and Disclosure — an amendment of
FASB Statement No. 123, or SFAS 148, to all employee awards granted, modified, or settled on or after January 1,
2003, which resulted in recognition of compensation expense related to stock options based on the fair value of the
stock options. For stock options granted prior to January 1, 2003, we applied Accounting Principles Board Opinion
No. 25, Accounting for Stock Issued to Employees, or APB 25, and related interpretations. Under APB 25, because
the exercise price of our employee stock options equaled the market price of the underlying stock on the date of
grant, no compensation expense related to such options was recognized. We recognized compensation expense for
stock options accounted for under SFAS 123 and restricted stock awards ratably over the period the awards vested.
Compensation cost was reversed as forfeitures occurred.

Effective January |, 2006, we adopted Statement of Financial Accounting Standards No. 123 (revised 2004),
Share-Based Payment, or SFAS 123R, which superseded SFAS 123. SFAS 123R requires all share-based employee
compensation, including grants of employee stock options, to be recognized in the financial statements based on fair
value and provides for a modified prospective application method of adoption. Under this method, we are applying the
provisions of SFAS 123R prospectively to new awards granted on or after January 1, 2006, and to existing awards that
are modified after January 1, 2006, and are recognizing compensation cost over the remaining vesting period for the
unvested portion of all outstanding awards granted prior to 2006, The measurement and recognition provisions of
SFAS 123R that apply to our stock compensation arrangements are similar to those that we applied under SFAS 123 to
awards granted on or after January 1, 2003. Under SFAS 123R, we continue to recognize the cost of stock-based
compensation ratably over the vesting period. The primary change in our method of recognizing compensation cost
relates to the treatment of forfeitures, Under SFAS 123R, expected forfeitures are required to be estimated in
determining periodic compensation cost, whereas under SFAS 123 we recognized forfeitures as they occurred.

In connection with the adoption of SFAS 123R as of January 1, 2006, we estimated that forfeitures of unvested
awards of stock options and restricted stock for which compensation expense was recognized prior to 2006 will total
approximately $154,000. SFAS 123R provides that a cumulative effect of change in accounting principle be
recognized for such estimated forfeitures as of the date of adoption. We believe the estimated forfeitures upon
adoption of SFAS 123R are immaterial and have reported the cumulative effect adjustment in our general and
administrative expenses for the year ended December 31, 2006. The adoption of SFAS 123R resulted in decreases of
$1.2 million in 2006 income from continuing operations and net income and decreases of $0.01 in 2006 basic and
diluted earnings per share. The adoption of SFAS 123R did not have a material effect on 2006 cash flows from
operating or financing activities. After 2006, SFAS 123R is not expected to have any significant effect on our
financial statements other than the timing of recognition of forfeitures. '

F-37




We estimated the fair value of our options using a Black-Scholes closed-form valuation model using the assumptions
set forth in the table below, For options granted in 2007 and 2006, the expected term of the options reflects the average of the
vesting period and the contractual term for the options, with the exception of a grant of approximately 0.6 million options to
an executive during 2007, for which the expected term used was equal to the vesting period of five years. Expected volatility
reflects the historical volatility of our Common Stock during the historical period commensurate with the expected term of
the options that ended on the date of grant. The expected dividend yield reflects the actual amount per share paid on our
Common Stock after 2003 and the risk-free interest rate reflects the annualized yield of a zero coupon U.S. Treasury
security with a term equal to the expected term of the option. The weighted average fair value of options and our valuation
assumptions for the years ended December 31, 2007, 2006 and 2005 were as follows:

| 2007 2006 2005
Weighted average grant-date fair value(l)............... $ 597 % 497 % 339
Assumptions: *
Risk-free interest rate. . . .. . .. e e 4.70% 4.58% 4,10%
Expected dividend yield(1). . ........... ... ... ..., 4.69%  530% 5.99%
Expected volatility . .. .......... ... ... ... ... ... 21.66% 20.15% 19.00%
Weighted average expected life of optionrz ............ 5.6 years 6.5 years 5.0 yeérs

(1) The weighted average grant-date fair value (per share) and expected dividend yield for each period presented
has been retroactively adjusted for the effect of the special dividend discussed in Note 1.

The following table summarizes activity for our outstanding stock options for the years ended December 31,
2007, 2006 and 2005 (numbers of options in thousands):

2007(1) 2006(1) 2005(1)

Weighted Weighted - Weighted
Average Average Average
Number Exercise Number Exercise Number Exercise

of Options Price of Options Price of Options Price
QOutstanding at beginning of year. . . ... 9,053 $37.38 11,639 $36.83 11,411 $36.92
Granted ........... ... ... ... ... 1,006 54,37 729 40.98 403 36.22
Exercised....................... (1,473) 36.36 (2,966) 36.12 - (68) 36.30
Forfeited . ......... .. ... ... ... (31) 35.93 © (349) 36.17 (107) 37.97
Outstanding at end of year ........:.. 8,555 $39.57 9,053 $37.38 11,639 $36.83
Exercisable atend of year. ... .. .. ... 6,417 $37.75 6,853 $37.57 8,610 $37.32

(1) In connection with the special dividend discussed in Note 1, the number of options and exercise prices of all
outstanding awards were adjusted pursuant to the provisions of the applicable plans, and the number of options
and weighted average exercise prices for the periods presented reflect these adjustments on a retroactive basis.
The adjustment of the awards pursuant to the special dividend is considered a modification under SFAS 123R,
but did not result in a change in the fair value of any awards.

The intrinsic value of a stock option represents the amount by which the current price of the underlying stock
exceeds the exercise price of the option. Options outstanding at December 31, 2007, had an aggregated intrinsic
value of $2.4 million and a weighted average remaining contractual term of 4.6 years. Options exercisable at
December 31, 2007, had an aggregate intrinsic value of $1.8 million and a weighted average remaining contractual
term of 3.5 years. The intrinsic, value of stock options exercised during the years ended December 31, 2007, 2006
and 2005 was $28.9 million, $34.9 million and $0.2 million, respectively. We may realize tax benefits in connection
with the exercise of options by employees of our taxable subsndlanes We realized tax benefits of approximately
$0.4 millicn for the year ended December 31, 2007.
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The following table summarizes activity for restricted stock awards for the years ended December 31, 2007,
2006 and 2005 (numbers of shares in thousands):

2007(1) 2006(1) 2005(1)
Weighted Weighted Weighted
Average Average Average

Number Grant-Date Number Grant-Date Number Grant-Date
of Shares Fair Value of Shares Fair Value of Shares Fair Value

Unvested at beginning of year . .. ... 1,142 $38.22 926 $33.42 814 $31.31
Granted ... ................... 323 57.29 637 42.37 450 36.68
Vested ........ ... .. ... (406) 3841 (252) 34.11 267y 3231
Forfeited. . . ................... (51) 45.19 (169) 33,74 {71) 34.02
Unvested at end of year. . ......... 1,008 $43.91 1,142 $38.22 926 $33.42

(1) In connection with the special dividend discussed in Note 1, the number of outstanding restricted shares under
existing awards was adjusted pursuant to the provisions of the applicable plans, and the number of shares and
weighted average grant-date fair values (per share) for the periods presented above have been retroactively
adjusted for the effect of the special dividend. The adjustment of the awards pursuant to the special dividend is
considered a modification under SFAS 23R, but did not result in a change in the fair value of any awards.

The aggregate fair value of shares that vested during the years ended December 31, 2007, 2006 and 2005 was
$19.5 million, $12.1 million and $8.3 million, respectively.

Total compensation cost recognized for restricted stock and stock option awards was $19.2 mitlion, $15.9 million
and $10.0 million for the years ended December 31, 2007, 2006 and 2005, respectively. Of these amounts, $4.3 million
$3.6 million and $1.4 million, respectively, were capitalized. At December 31, 2007, total unvested compensation cost
not yet recognized was $37.0 million. We expect to recognize this compensation over a weighted average period of
approximately 1.9 years. Certain awards of restricted stock granted in 2005 and 2006 are subject to immedliate vesting
based on achievement of a specified annual financial performance target during the scheduled vesting period.
Recognition of related compensation cost may be accelerated based on our ongoing assessment of whether the
performance target is probable of being achieved. At this time, we do not believe that achievement of the performance
target is probable.

The following table illustrates the pro forma effect on net income and earnings per share if the fair value based
method under SFAS 123R had been applied to all outstanding and unvested awards for the year ended December 31,
2005 (in thousands, except per share data):

2005
Net income (loss) attributable to common stockholders, as reported .. ............... $(16,966)
Add stock-based employee compensation expense included in reported net income:
Restricted stock awards . . .. ... ... . e e 8,140
Stock options. . . ... e 1,835
Deduct total stock-based employee compensation expense determined under fair value
based method for all awards:
Restricted stock awards . . . .. .. . L e e (8,140)
SIOCK OPHONS. « . L i oo e e e e (3.422)
Add minority interest in Aimco Operating Partnership . .. ........ ... ... .. ... ... 161
Pro forma net income (loss) attributable to common stockholders. . ... ... ........... $(18,392)
Basic earnings (loss) per common share:
Reported. . ... .. .o e £ (017
Proforma . .. ... e e $ (019
Diluted earnings (loss) per common share:
Reported. . ................... e e e e e $ (017
Pro forma . ... e e e £ 019




Emplayee Stock Purchase Plan

We adopted an employee stock purchase plan effective September 1, 2006. This plan expired in April 2007, at
which time we implemented a new employee stock purchase plan. Under the terms of this plan, eligible employees
may authorize payroll deductions up to 15% of their base compensation to purchase shares of our Common Stock at
a five percent discount from its fair value on the last day of the calendar quarter during which payroll deductions are
made. In 2007 and 2006, 3,937 and 680 shares were purchased under this plan at an average price of $42.56 and
$50.56, respectively. No compensation cost is recognized in connection with this plan.

401K Plan

We provide a 401(k) defined-contribution employee savings plan. Employees who have completed 30 days of
service and are age 18 or older are eligible to participate. Our matching contributions are made in the following
manner: (1} a 100% match on the first 3% of the participant’s compensation; (2) a 50% match on the next 2% of the
participant’s compensation. We incurred costs in connection with this plan of approximately $5.2 million,
$4.5 million and $4.1 million in 2007, 2006 and 2005, respectively.

Note 13 — Discontinued Operations and Assets Held for Sale

In accordance with SFAS 144 we report as discontinued operations real estate assets that meet the definition of
a component of an entity and have been sold or meet the criteria to be classified as held for sale under SFAS 144. We
include all results of these discontinued operations, less applicable income taxes, in a separate component of income
on the consolidated statements of income under the heading “income from discontinued operations, net.”” This
treatment resulted in certain reclassifications of 2006 and 2005 financial statement amounts.

At December 31, 2007, we had three properties classified as held for sale. During the year ended December 31,
2007, we sold 73 consolidated properties with an aggregate of 11,588 units. For the years ended December 31, 2007,
2006 and 2005, discontinued operations includes the results of operations of these 76 properties. During 2006, we
sold 77 properties with an aggregate of 17,307 units. Additionally, on February 17, 2006, we closed the sale of a
portion of the Flamingo South Beach property known as the South Tower with an aggregate of 562 units. For the
years ended December 31, 2006 and 2005, discontinued operations include the results of operations of these 77
properties and the South Tower for periods prior to the date of sale. During 2005, we sold 83 properties with an
aggregate of 16,835 units. For the year ended December 31, 2005, discontinued operations include the results of
these 83 properties for the periods prior to the date of sale.
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The following is a summary of the components of income from discontinued operations for the years ended
December 31, 2007, 2006 and 2005 (doltars in thousands):

2007 2006 2005

Rental and other property revenues. . .. ... ... it $52456 5164733 §5271,834
Property Operating expenses . . . ... ..ttt it s (29.677) (86,005)  (143,598)
Depreciation and amortization . . ... .. ... i e e (12,518) (46,036) (77,972)
Other (expenses) income, net . . ........ ..ttt itanreanennnns (3,066) (5,956) 155
Operating INCOME. . . ...ttt i e in i an e e 7,195 26.736 50,419
Interest INCOMIE . . ...ttt it e e e e i aes s 993 2,126 1,248
Interest @XpPense . ..o v e e (9,959) (32,896) (59,272)
Gain on extinguishment of debt ... ... .. ... ... .. oo 22,852 —_ —
Minority interest in consolidated real estate partnerships . ............ 1,107 3,561 2,429
Income (loss) before gain on dispositions, impairments, recovery of

deficit distributions, income taxes and minority interest in Aimco

Operating Partnership . ... .. ... ... .. . i 22,188 473) (5,176)
Gain on dispositions of real estate, net of minority partners’ interest .. .. 65378 259,855 104,807
Impairment (losses) recoveries on real estate assets sold or held for

SAlE L e e e e PR 128 434 (3,836)
Recovery of deficit distributions to minority partners. . . ............. 390 15,724 14,493
Income tax arising from disposals. . . ........ ... ... ... ... ... (2,135) (32,918) (4,481
Minority interest in Aimco Operating Partnership .. ................ (7.984) (23,360} (10,730)
Income from discontinued operations, net. . ...................... $77965 $219,262 § 95,077

Gain on disposition of real estate is reported net of incremental direct costs incurred in connection with the
transaction, including any prepayment penalties incurred upon repayment of mortgage loans collateralized by the
property being sold. Such prepayment penalties totaled $12.6 million, $53.8 million and $25.3 million for the years
ended December 31, 2007, 2006 and 2005, respectively. We classify interest expense related to property level debt
within discontinued operations when the related real estate asset is sold or classified as held for sale.

We are currently marketing for sale certain real estate properties that are inconsistent with our long-term
investment strategy. At the end of each reporting period, we evaluate whether such properties meet the criteria to be
classified as held for sale. We expect that atl properties classified as held for sale will sell within one ye¢ar from the
date classified as held for sale. Assets held for sale of $24.3 million at December 31, 2007, include real estate net
book value of $23.8 million, represented by three properties with 771 units. Liabilities related to assets classified as
held for sale of $11.9 million at December 31, 2007, include mortgage debt of $11.6 million. Assets held for sale of
$356.5 million at December 31, 2006, include real estate net book value of $351.6 million, represented by 76
properties with 12,361 units that were sold or classified as assets held for sale during 2007. Liabilities related to
assets classified as held for sale of $264.8 million at December 31, 2006, include mortgage debt of $239.2 million.
Net recoveries of impairment losses for the years ended December 31, 2007 and 2006, were $0.1 million and
$0.4 million. Impairment losses recorded for the year ended December 31, 2005, were $3.8 million.
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Note 14 — Earnings per Share

We calculate earnings per share based on the weighted average number of shares of Common Stock, common
stock equivalents and dilutive convertible securities outstanding during the period. The following table illustrates
the calculation of basic and diluted eamings per share for the years ended December 31, 2007, 2006 and 2005 (in
thousands, except per share data):

2007 2006 2005

Numerator:
Loss from continuing Operations . .. .. .ov vt vttt nnneransan 3 (48,054) % (42475) $ (24,095)
LLess net income attributable to preferred stockholders .. ... ... . ... (66,016) (81,132) {87,948}
Numerator for basic and diluted earmnings per share — Loss from

continuing operations (net of income attributable to preferred

stockholders) . ... .. e e e £(114,070) $(123,607) $(112,043)
Income from discontinued operations. . . ................ ... ... .. $ 77,965 $219262 § 95077
Netincome. . . ... o e $ 29911 "$176,787 $ 70,982
Less net income attributable to preferred stockholders .. ......... .. (66,016) (81,132) (87,948)
Numerator for basic and diluted earnings per share — Net income

(loss) attributable to common stockholders. . .................. $ (36,105 § 95655 § (16966)
Denominator: .
Denominator for basic earnings per share — weighted average number

of shares of Common Stock outstanding. . . .. ................. 99,629 100,280 98,397

Effect of dilutive securities: .
Dilutive potential common shares .. ... ......... ... .. .. ... — — —

Denominator for diluted earnings pershare ... .................. 99,629 100,280 98,397

Earnings (loss) per common share:
Basic earnings (loss) per commen share: _
Loss from continuing operations (net of income attributable to

preferred stockholders). ... .. ..o evt it e $ (114§ (1.23) § (114
Income from discontinued operations . . . ......... ... ... 0.78 2.18 0.97
Net income (loss) attributable to common stockholders. .. ........ $ (036 % 095 $ (0.17)

Diluted earnings (loss) per common share:
Loss from continuing operations (net of income attributable to

preferred stockholders). . ................. e L. 8 (04 3 (23§ (1.4
Income from discontinued operations . . .. .......... ... . ... .. 0.78 . 218 0.97
. Net income (loss) attributable to common stockholders. . ... ...... $ (036) § 095 § (017D

Weighted average shares of Common Stock outstanding, dilutive potential common shares and earnings (loss)
per commoan share for each of the periods presented have been retroactively adjusted for the effect of the special
dividend discussed in Note 1.

Prior to the redemption on September 30, 2007, the Class W Preferred Stock was convertible into Common
Stock (see Note 11) and was anti-dilutive on an “if converted” basis. Therefore, we deducted all of the dividends on
the convertible preferred stock to arrive at the numerator and no additional shares are included in the denominator
when calculating basic and diluted earnings per common share.

We have excluded from diluted earnings per share the common share equivalents related to approximately
9.3 million, 11.4 million and 13.3 million of vested and unvested stock options, shares issued for non-recourse notes
receivable, and unvested restricted stock awards {after retroactive adjustment for effect of the special dividend
discussed in Note 1) for the years ended December 31, 2007, 2006 and 2005, respectively, because their effect
would be anti-ditutive. We consider the Aimco Operating Partnership’s HPUs for which the applicable measure-
ment period has not ended to be potential Common Stock equivalents, but have excluded them from diluted earnings
per share because their effect would be anti-dilutive,
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Note 15 — Unaudited Summarized Consolidated Quarterly Information

Summarized unaudited consolidated quarterly information for 2007 and 2006 is provided below (amounts in
thousands, except per share amounts).

‘ Quarter(1)

ﬂ(ﬂ . ) First Second Third Fourth
Total TEVENUES . . . . ... . ..ttt e e 5 413,061 426,371 426,748 455,004
Total operating eXpenses. . . . ... ottt (338,318) (334,310) (347,236} (354,062)
Operating income. .. ............ ... e 74,143 92,061 79,512 100,942
Loss from continuing operations. . . ................... (1,709 (2,051) (17,862 (20,432)
Income from discontinued operations, net .. ... .......... 32,917 21,380 15,521 8,147
Netincome (loss). .. . ... it i it e 25,208 19,329 2,341y  (12,285)
Eamings (loss) per common share — basic(2):

Loss from continuing operations (net of income

attributable to preferred stockholders) .. ............ $ (029 (0.18) (0.37) (0.35)

Net income (loss) attributable to common stockholders ... $ 0.09 0.03 Q20 (0.27)
Earnings (loss) per common share — diluted(2):

Loss from continuing operations (net of income

attributable to preferred stockholders) . ............. $  (0.24) {0.18) (0.37) (0.35)

Net income (loss) attributable to common stockholders ... $ 0.09 0.03 (0.21) 0.2
Weighted average common shares outstanding(2) ......... 100,494 100,494 69,539 97,986
Weighted average common shares and common share

equivalents outstanding(2). . .. ....... ... ... ... ... .. 100,494 100,494 99,539 97,986

?
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Quarter(1) :
2006 First Second Third Fourth

Total revenues . ........ e $ 386,729 $397992 $401,517 $ 415467
Total operating €Xpenses . . . ... .....cvurvriernn (305,983) (310,006)  (320,259) (346,192)
Operating income . ... ... ... .. ...t 80,746 87,986 81,258 69,275
Income (loss) from continuing operations . ........... 6,246 (4,378} (35,323) (9,020)
Income from discontinued operations, net .. .......... 77,825 39470 10,448 91,519
Netincome (0SS} ... ..o v i iiien i 84,071 35,002 (24,875) 82,499

-Earnings (loss) per common share - basic(2):
Loss from continuing operations (net of income

attributabte to preferred stockholders). . ... ....... $ (18 ¥ 023 § (OS5 % (025
Net income (loss) attributable to common
stockholders . . ... ... . . . e $ 060 § 016 % (047) 3 0.66

Earnings (loss) per common share — diluted(2):
Loss from continuing operations {net of income

attributable to preferred stockholders). . ... ....... $§ (018 $§ (023 § OS5 $ (025
Net income (loss) attributable to common )
stockholders .. ......... PN $ 060 $ 016 $ 047y $ 066
Weighted average common shares outstanding(2). .. .. .. 99,699 100,590 100,586 100,245
Weighted average common shares and common share
equivalents outstanding(2) . . . ................... 99,699 100,590 100,586 100,245

(1) Certain reclassifications have been made to 2007 and 2006 quarterly amounts to conform to the full year 2007
presentation, primarily related to treatment of discontinued operations.

(2) Weighted average share, common share equivalents and earnings per share amounts for each of the periods
presented have been retroactively adjusted for the effect of shares issued pursuant to the special dividend
discussed in Note 1.

Note 16 — Business Segments

Statement of Financial Accounting Standards No. 131, Disclosures about Segments of an Enterprise and
Related Information, or SFAS 131, requires that segment disclosures present the measure(s) used by the chief
operating decision maker for purposes of assessing such segments’ performance. Our chief operating decision
maker is comprised of several members of our executive management team who use several generally accepted
industry financial measures to assess the performance of the business, including net asset value, free cash flow, net
operating income, funds from operations, and adjusted funds from operations. The chief operating decision maker
emphasizes net operating income as a key measurement of segment profit or loss. Net operating income is generally
defined as segment revenues less direct segment operating expenses.

We have two reportable segments: real estate (owning, operating and redeveloping apartments) and asset
management {providing asset management and investment services). Our reportable segments changed in 2007 as a
result of the reorganization of certain departments and functions. These changes include a realignment of our
property management services from the asset management segment to the real estate segment. In addition, the asset
management segment was expanded to include certain departments involved in asset acquisitions, dispositions, and
other transactional activities, Prior to the reorganization, those departments were considered to be general and
administrative functions and were not associated with any operating segment. Segment net operating income for
2006 and 2005 has been revised to conform to the 2007 presentation.
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2005 (in thousands):

Real Estate Segment

QOur real estate segment owns and operates properties that generate rental and other property-related income
through the leasing of apartment units to a diverse base of residents. Our real estate segment’s net operating income
also includes income from property management services performed for unconsolidated partnerships and unrelated
parties.

Asset Management Segment

Our asset management segment includes activities related to our owned portfolio of properties as well as
services provided to affiliated partnerships. Within our owned portfolio, these activities include strategic capital
allocation decisions and portfolio management activities. We provide similar services to affiliated partnerships,
together with such other services as property management, asset management, financial management, accounting,
investor reporting, property debt financings, tax credit syndication, redevelopment and construction management.
The expenses of this segment consist primarily of the costs of departments that perform transactional activities and
asset management services. These activities are conducted in part by our taxable subsidiaries, and the related net
operating income may be subject to income taxes. Our asset management segment’s operating results also includes
gains on dispositions of non-depreciable assets, accretion of loan discounts resulting from transactional activities
and certain other income in arriving at income (loss) from continuing operations for the segment.

The following tables present the revenues, net operating income (loss) and income (loss) from continuing
operations of our real estate and asset management segments for the years ended December 31, 2007, 2006 and

Asset . Corporate
Real Estate Management  Not Allocated
Segment Segment to Segments Total

Year Ended December 31, 2007:
Rental and other property revenues. . .. ...... ... 51,640,506 $ —_ $ _ $1,640,506
Property management revenues, primarily from ]

affiliates. . . . . ... ... ... 6,923 — — 6,923
Activity fees and asset management revenues . . . . . . — 73,755 — 73,755

Total revenues . . ... .ot it 1,647,429 73,755 — 1,721,184
Property operating expenses . . ... .............. 768,457 — — 768,457
Property management expenses ................ 5,506 — — 5,506
Activity and asset management expenses . ........ — 23,102 — 23,102
Depreciation and amortization{l) . .............. — — 487.822 487,822
General and administrative expenses. .. .. ........ R —_— 89,251 89,251
Other expenses (income), net . ................. — — (212) (212)

Total operating expenses. . .................. 773,963 23,102 576,861 1,373,926
Net operating income (loss) .. ... .............. 873,466 50,653 (576,861) 347,258

Other items included in continuing operations(2). . — 19,222 (414,534) (395,312)
Income (loss) from continuing operations . . ... .. $ 873,466 $69,875 $(991,395) § (48,054)
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Asset Corporate
Real Estate Management Not Allocated
! Segment Segment to Segments Total

Year Ended December 31, 2006:

Rental and other property revenues. .. ........... $1,540,500 5§ - $ —_ $1,540,500
Property management revenues, primarily from
affiliates. . . .. ... . 12,312 —_ —_ 12,312
Activity fees and asset management revenues . . . . — 48,893 —_ 48,893
Total revenues . ........cciiiiiinnenn. 1,552,812 48,803 _— 1,601,705
Property operating expenses. . ................. 709,694 — — 709,694
Property management expenses . ............... 5,111 — — 5,111
Activity and asset management expenses . ........ — 17,342 — 17,342
Depreciation and amortization(1) .. ............. — — 452,741 452,741
General and administrative expenses. .. .......... : — — 90,149 90,149
Other expenses (income), net . . ................ —_ — 7,403 7.403
Total operating expenses. . ... ............. 714,805 17,342 550,293 1,282,440
Net operating income (loss} .. ................. 838,007 31,551 (550,293) 319,265
Other items included in continuing
operations(2). . ... .. e — 21,600 (383,340) (361,740)
Income (loss) from continuing operations . ... ... $ 838,007 $53,151 $(933,633) § (42,475)
Asset Corporate
Real Estate Management Not Allocated
Segment Segment to Segments Total
Year Ended December 31, 2005:
Rental and other property revenues. ... .......... $1,283,815 $ — 3 — 51,283,815
Property management revenues, primarily from
affiliates. ... ....... .. .. 24,528 — — 24,528
Activity fees and asset management revenues . . . . —_ 37,349 — 37,349
Total revenues . .............. .. ........ 1,308,343 37,349 — 1,345,692
Property operating eXpenses. .. ................ 599,208 — — 599,208
Property management expenses .. .............. 7,499 — —_ 7,499
Activity and asset management expenses . ........ — 19,316 — 19,316
Depreciation and amortization(1) ............... — — 372,526 372,526
General and administrative expenses. .. .......... — — 83,012 83,012
Other expenses {income), net .. .. .............. — — (3,011) (3,011}
Total operating eXpenses. . . ............... 606,707 19,316 452,527 1,078,550
Net operating income (loss) . .................. 701,636 18,033 (452,527) 267,142
Other items included in continuing
operations(2). ... ... .. — 5,459 {296,696) (291,237
Income (loss) from continuing operations . ... ... $ 701,636 $23,492 $(749,223) § (24,095

(1) Our chief operating decision maker assesses the performance of real estate using, among other measures, net operating
income, excluding depreciation and amortization. Accordingly, we do not allocate depreciation and amortization to the real
estate segment. -

(2) Other items in continuing operations include: (i) interest income and expense; (ii) recoveries of, or provisions for, losses on
notes receivable and impairment of real estate, net; (iii) deficit distributions to minority partners; (iv) equity in losses of
unconsolidated real estate partnerships; (v} gains on dispositions of unconsolidated real estate and other; and (vi) minority
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interests. Other items included in continuing operations for the asset management segment includes items such as accretion
income recognized on discounted notes receivable and other income items associated with transactional activities.

The assets of our reportable segments are as follows (in thousands):

2007 2006
Total assets for reportable segments(1) ... .......... ... ........ 510,307,246  $10,004,701
Corporate and other assets . . ... .. v it i i ie et 209,286 285,074
Total consolidated aSSetS . . . . .. . ottt e $10,606,532  $10,289,775

(1) Total assets for reportable segments include assets associated with both of the real estate and asset management business
segments, as well as our investment in unconsolidated real estate partnerships.

Our capital expenditures primarily relate to the real estate segment and totaled $689.7 million, $512.6 million
and $443.9 million for the years ended December 31, 2007, 2006 and 2005, respectively.

Note 17 — Transactions with Affiliates

We earn revenue from affiliated real estate partnerships. These revenues include fees for property management
services, partnership and asset management services, risk management services and transactional services such as
syndication, refinancing, construction supervisory and disposition. In addition, we are reimbursed for our costs in
connection with the management of the unconsolidated real estate partnerships. These fees and reimbursements for
the years ended December 31, 2007, 2006 and 2005 totaled $53.8 million, $27.7 million and $73.6 million,
respectively. The total accounts receivable due from affiliates was $35.0 million, net of allowance for doubtful
accounts of $5.3 million, at December 31, 2007, and $19.4 million, net of allowance for doubtful accounts of
$5.3 million, at December 31, 2006. '

Additicnally, we earn interest income on notes from real estate partnerships in which we are the general partner
and hold either par value or discounted notes. Interest income earned on par value notes from unconsolidated real
estate partnerships totaled $8.1 million, $4.0 million and $17.4 million for the years ended December 31, 2007,
2006 and 2005, respectively. Accretion income carned on discounted notes from affiliated real estate partnerships
totaled $3.4 million, $6.7 million and $0.7 million for the years ended December 31, 2007, 2006 and 2005,
respectively. See Note 5 for additional information on notes receivable from unconsolidated real estate partnerships.

Note 18 — Recent Accounting Developmenfs

In September 2006, the FASB issued Statement of Financial Accounting Standards No. 157, Fair Value
Measurements, or SFAS 157. SFAS 157 defines fair value as the price that would be received to sell an asset or paid

* to transfer a liability in an orderly transaction between market participants at the measurement date. SFAS 157

applies whenever other standards require assets or liabilities to be measured at fair value and does not expand the
use of fair value in any new circumstances. SFAS 157 establishes a hierarchy that prioritizes the information used in
developing fair value estimates. The hicrarchy gives the highest priority to quoted prices in active markets and the
lowest priority to unobservable’ data, such as the reporting entity’s own data. SFAS 157 requires fair value
measurements to be disclosed by level within the fair value hierarchy. In February 2008, the FASB issued FASB
Staff Position No. FAS 157-2, Effective Date of FASB Statement No. 157, which deferred the effective date of
SFAS 157 for all nonrecurring fair value measurements of non-financial assets and non-financial liabilities until
fiscal years beginning after November 15, 2008. The provisions of SFAS 157 are applicable to recurring fair value
measurements of financial assets and labilities for fiscal years beginning after November 15, 2007. We are in the
process of implementing SFAS 157; however, we have not completed our evaluation and thus have not yet
determined the effect that SFAS 157 will have on our financial statements.
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In February 2007, the FASB issued Statement of Financial Accounting Standards No. 159, The Fair Value
Option for Financial Asset and Financial Liabilities, or SFAS 159. SFAS 159 permits entities to choose to measure
many financial instruments and certain other items at fair value that are not currently required to be measured at fair
value. The objective is to improve financial reporting by providing entities with the opportunity to mitigate
volatility in reported earnings caused by measuring related assets and liabilities differently without having to apply
complex hedge accounting provisions. SFAS 159 also establishes presentation and disclosure requirements
designed to facilitate comparisons between entities that choose different measurement attributes for similar types
of assets and liabilities. SFAS 159 is effective for fiscal years beginning after November 15, 2007. We implemented
SFAS 159 on January 1, 2008, and at that time did not elect the fair value option for any of our financial instruments
or other items within the scope of SFAS 159.

In December 2007, the FASB issued Statement of Financial Accounting Standards No. 141(R), Business
Combinations — a replacement of FASB Statement No. 141, or SFAS 141(R). SFAS 141(R) applies to all
transactions or events in which an entity obtains control of one or more businesses, including those effected
without the transfer of consideration, for example, by contract or through a lapse of minority veto rights.
SFAS 141(R) requires the acquiring entity in a business combination to recognize the full fair value of assets
acquired and fiabilities assumed in the transaction (whether a full or partial acquisition); establishes the acquisition-
date fair value as the measurement objective for all assets acquired and liabilities assumed; requires expensing of
most transaction and restructuring costs; and requires the acquirer to disclose to investors and other users all of the
information needed to evaluate and understand the nature and financial effect of the business combination.
SFAS 141(R) is effective for fiscal years beginning after December 15, 2008, and early adoption is not permitted.
We have not yet determined the effect that SFAS 141(R) will have on our financial statements.

In December 2007, the FASB issued Statement of Financial Accounting Standards No. 160, Noncontrolling
Interests in Consolidated Financial Statements — an amendment of ARB No. 51, or SFAS 160. SFAS 160 clarifies
that a noncontrolling interest in a subsidiary is an ownership interest in a consolidated entity which should be
reported as equity in the parent’s consolidated financial statements. SFAS 160 requires a reconciliation of the
beginning and ending balances of equity attributable to noncontrolling interests and disclosure, on the face of the
consolidated income statements, of those amounts of consolidated net income attributable to the noncontrolling
interests, eliminating the past practice of reporting these amounts as an adjustment in arriving at consolidated net
income. SFAS 160 requires a parent to recognize a gain or loss in net income when a subsidiary is deconsolidated
and requires the parent to attribute to noncontrolling interests their share of losses even if such attribution results ina
deficit noncontrolling interests balance within the parent’s equity accounts. SFAS 160 is effective for fiscal years
beginning after December 15, 2008 and requires retroactive. application of the presentation’ and disclosure
requirements for all periods presented. Early adoption is not permitted. We have not yet determined the effect
that SFAS 160 will have on our financial statements.

Note 19 — Subsequent Events

Between .Ianuéry 1, 2008 and February 15, 2008, we repﬁrchased approximately 5.1 million shares of
Commen Stock for approximately $170.6 million, or $33.67 per share.
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APARTMENT INVESTMENT AND MANAGEMENT COMPANY

REAL ESTATE AND ACCUMULATED DEPRECIATION
For the Years Ended December 31, 2007, 2006 and 2005
{In Thousands)

2067 2006 2005
Real Estate '

Balance at beginning of year. .. ........ ... ... ... ..... $11,460,781 3 9,825318  $8,964,283
Additions during the year:

Newly consolidated assets and acquisition of limited

partnership interests(1). . ... ... ... .. o ., 32,080 1,146,086 260,715

ACQUISILIONS .. . ... v i e e e 233,059 184,986 288,212

Capital expenditures . ... ... ... ... ... ... .. .. 689,719 485,758 436,781
Deductions during the year: .

Casualty and other write-offs . . .. ................ ..., (24,016) (21,192) (18,872)

Assets held for sale reclassification{2) ................. (7.689) (160,175) (105,801
Balance atend of year . ..... ... ... ... ... $12,383.934  $11,460,781  $9,825,318

Accumulated Depreciation

Balance at beginning of year. . ... ........ ... .. $ 2,702,092  $ 1,908,510 $1,572,897
Additions during the year:

Depreciation . .. ... ... ... i 477,725 468,186 412,701

Newly consolidated assets and acquisition of limited

partnership interests{1). . . .. ...... ... ... ... 0, (115,465) 452,824 40,277

Deductions during the year: .

Casualty and other write-offs. . .. .................... (5,280} (5,604) (3,191)

Assets held for sale reclassification(2) ... .............. (23,830) (121,824) (114,174)
Balance atendof year ........ ... ... .. .. .. .. $ 3,035,242 § 2,702,092  §1,908,510

(1) Includes the effect of newly consolidated assets, acquisition of limited partnership interests and related activity.
As discussed in Note 2, during 2006, we adopted EITF 04-5, which resulted in the consolidation, at historical
carrying amounts, of 156 partnerships owning 149 properties. As discussed in Note 3, during 2007, we acquired
seven properties from VMS, a consolidated partnership in which we held a 22% interest. We allocated the
excess of the consideration exchanged over the carrying amount of the minority interest in these properties to
real estate, which resulted in an increase to real estate primarily due to a reduction in the historical accumulated
depreciation on these assets.

(2) Represents activity on properties that have been sold or classified as held for sale that is included in the line
items above.
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BOARD OF DIRECTORS

Terry Considine
Chairman of the Board, Chief Exccutive Officer and President

James N. Bailey
Drirector,

Chainman of the Nominating and Corporate Governance Conunittee
SeN1orR Manacing Director, CaMBRIDGE Assoclates, LLC

Richard S. Ellwood
Director,
Private InvisToR

Thomas L. Keltner

Director,

ExecuTive Vice PresipenT aND CEQ, AMERICAS AND
GrosaL Branps, Hivton HoTELS CORPORATION

J. Landis Martin
Lead Independent Director,
Chairman of the Compensation and Huntan Resources Conmittee

FouNDER AND MaNacING DIRECTOR, PraTTE RIVER
VENTURES, LLC

Robert A. Miller
Dircetor,
PrESIDENT, MARRIOTT LEISURE

Thomas L. Rhodes
Director,
CHAIRMAN AND PRESIDENT, NaTIONAL REVIEW MAGAZINE

Michael A. Stein

Director,

Chairman of the Audit Committee
PrivaTe INvESTOR
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Roy H. Lambert, Sr.
Vere Beach, Florida

Richard Morton
Miami, Florida

Charles R. Considine
Ewmeritis

EXECUTIVE OFFICERS

Jeffrey W. Adler
Executive Vice President,
Chicf Property Qperations Offtcer

Harry G. Alcock

Executive Vice President

Timothy J. Beaudin
Executive Vice President and

Chief Development Officer

Lisa R. Cohn
Executive Viee President,
General Counsel and Secretary

Miles Cortez
Execttive Vice President and
Chicf Administrative Officer

Anthony R. D’Alto
Executive Vice President,
Property Operations

Patti K. Fielding
Executive Vice President,
Securitics and Debt; and Treasurer

Scott W, Fordham
Senior Vice President and
Chief Accounting Officer

Lance J. Graber
Executive Vice President

Thomas M. Herzog
Exceutive Vice President and
Chicf Financial Officer

James G. Purvis
Executive Vice President,
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7 David Robertson

Exccutive Vice President and Chicf nvestment Officer;
President and CEO, Aimeo Capital
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CORPORATE OFFICE
Stanford Place 3

4582 South Ulster Street Parkway
Suite 1100

Denver, CO 80237

Telephone: 303-757-8101

Toll Free: 888-789-8600

www.aimco.com

STOCK LISTING
New York Stock Exchange Symbols:
AlV, AIVPRG, AIVPRT, AIVPRU, AIVPRV, AIVPRY

INVESTOR RELATIONS
Toll Free: 888-789-8600
Telephone: 303-691-4350
Fax: 303-300-3269

Elizabeth Coalson

Vice President, Investor Relations .
Telephone: 303-691-4327

Fax: 303-713-6902

LIMITED PARTNER INVESTOR RELATIONS
P.O. Box 2347, Greenville, SC

Telephone: 864-239-1029

Fax: 864-239-5812

E-mail: partners@aimco.com

STOCK TRANSFER AGENT AND REGISTRAR
Computershare Trust Company, N.A.

P.O. Box 43078

Providence, R1 02940-3078

Telephone: 800-730-6001

www.computershare.com

INDEPENDENT AUDITORS
Ernst & Young LLP
Denver, Colorado

Readers should carefully review Aimco’s financial statements and notes
thereto, as well as the risk factors described in Aimco’s Annual Report on
Form 10-K for the year ended December 31, 2007, and other documents
filed from time to time with the Securities and Exchange Commission.

In 2007, our CEO submitted his annual unqualified corporate governance
listing standards certification to the NYSE.

AIMCO

Apartment Investment and Management Company
Stanford Place 3
4582 South Ulster Street Parkway, Suite 1100
Denver, Colorado 80237
telephone 303.757.8101

toll free 888.789.8600

www.aimco.com
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